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A  WORD  FROM  ALBERTA  EDUCATION 

Most  people,  including  teachers,  have  a  very 
limited  background  in  the  discipline  of  economics,  but 
nevertheless  realize  its  critical  importance  in  today's 
world.   With  this  in  mind,  the  Social  Studies  Curriculum 
Coordinating  Committee  was  extremely  pleased,  in  Spring 
1979,  to  accept  a  proposal  for  a  joint  project,  with  the 
Alberta  Foundation  for  Economic  Education,  to  demonstrate 
how  economic  concepts  can  be  incorporated  into  the  teach- 
ing of  prescribed  social  studies  topics. 

Under  the  project,  materials  were  prepared  for 
each  grade,   1  -  12  ,  to  demonstrate  how  concepts  from 
economics  can  be  used  to  accomplish  social  studies  objec- 
tives and  to  provide  students  with  a  deeper  understanding 
of  an  important  part  of  their  world.   The  instructional 
materials  that  follow  represent  the  Division  Three 
component  of  this  joint  undertaking. 

Alberta  Education  is  indebted  to  the  Alberta 
Foundation  for  Economic  Education,  and  to  those  persons 
who  developed,  piloted  and  revised  these  materials.   The 
project  represents  a  unique  approach  to  curriculum  develop- 
ment  in  that  it  has  involved  the  educational,  academic, 
business  and  labour  communities  working  together  for  a 
common  purpose.   I  am  sure  that  you  will  find  the  product 
of  their  collaborative  efforts  to  be  most  useful  in  your 
planning  and  instruction. 


F .  A .  Crowthe  r 

Associate  Director  of  Curriculum 

Social  Studies 


HOW  THIS  HANDBOOK  CAME  ABOUT 

The  Alberta  Foundation  for  Economic  Education  (AFEE)  is  a 
non-profit  organization  chartered  under  the  Societies  Act 
of  Alberta  in  June  1978.   Membership  is  open  to  any  person 
concerned  with  the  economic  literacy  of  Albertans,  and 
particularly  in  improving  economic  understanding  among 
students.   In  this  way,  coming  generations  of  citizens 
should  be  better  informed  in  their  own  personal  decision- 
making, in  evaluating  the  choices  each  must  face  as  producers, 
consumers,  and  citizens  in  a  democratic  society. 

AFEE  is  a  non-partisan  organization.   The  composition  of  the 
AFEE  Board  of  Directors  reflects  this,  being  made  up  of 
representatives  from  business,  labour,  agriculture  and 
education.   Specifically,  members  of  the  AFEE  Board  of 
Directors  include  representatives  of  the  Alberta  Chamber 
of  Commerce,  the  Alberta  Federation  of  Labour,  UNIFARM,  The 
Alberta  Teachers  Association,  and  elementary,  secondary,  and 
post- secondary  education. 

These  directors  believe  that  economic  education  has  a  number 
of  dimensions.   These  are:  assisting  the  individual  to 
think  logically;  distinguishing  issues  of  fact  from  issues 
of  value;  seeing  the  many  sidedness  of  economic  and  social 
problems  and  that  solutions  are  usually  limited  and 
imperfect;  recognizing  economic  and  non-economic  factors  and 
being  aware  of  the  tensions  between  them. 

In  the  Spring  of  1979  AFEE,  with  funding  through  the  Edmonton 
Chamber  of  Commerce,  and  the  Curriculum  Branch  undertook  a 
co-operative  shared  cost  study  to  identify  the  extent  to 
which  the  projected  new  social  studies  curriculum  that 
became  operative  in  1981  contained  opportunities  for  students 
to  acquire  an  understanding  of  a  number  of  important  concepts 
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essential  for  economic  literacy.   This  evaluation,  by 
three  Calgary  teachers,  took  place  in  the  summer  of  1979. 
A  short  handbook  was  produced  by  the  authors  containing  an 
illustrative  set  of  classroom  activities  that  might  be  used 
by  teachers  in  developing  student  understanding  of  some  of 
these  concepts.   This  handbook  was  piloted  in  twenty-four 
classrooms  in  the  late  winter  of  1981.   Based  on  expert 
teacher  feedback  from  that  pilot,  AFEE  and  Alberta  Education 
agreed  that  it  would  meet  an  identifiable  need  if  the 
handbook  was  greatly  expanded  in  activity  content  and  fully 
integrated  at  all  grade  levels  with  the  social  studies 
curriculum.   AFEE  requested  financial  support  for  this  from 
the  Alberta  business  community,  working  through  the  Calgary 
and  Edmonton  Chambers  of  Commerce,  and  they  generously 
responded. 

A  team  of  Calgary  teachers  undertook  development  of  the 
expanded  handbook  in  the  summer  of  1980,  and  early  in 
winter,  1981,  the  manuscript  was  read  critically  by  four 
permanent  academic  staff  members  of  the  Department  of 
Economics  at  the  University  of  Alberta.   The  manuscript, 
together  with  their  critical  comments,  was  then  piloted 
in  twenty-four  classrooms  (two  at  each  grade  level)  in 
schools  throughout  the  province.   Pilot  testing  was 
encouraging.   Pilot  feedback  and  the  substantive  comments 
of  our  economist  readers  were  taken  by  the  development 
team  in  the  summer  of  1981  and  used  in  reworking  the 
draft  into  final  form. 


Edward  J.  Chambers 
President,  AFEE 


2  September  1981 
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PREFACE 


Economics  is  the  study  of  how  man  attempts  to  satisfy  his 
needs  and  wants  in  a  condition  of  scarcity.   Because  of 
scarcity,  choices  must  be  made  about  what  to  produce,  how  to 
combine  resources  in  production,  and  how  to  share  the 
products.   Every  society  must  contain  some  means  -  markets, 
traditions,  judges,  or  whatever  -  for  making  these  decisions, 
The  decisions  that  are  made  may  be  more  or  less  efficient, 
just  or  wise,  but  they  are  made. 

The  Alberta  social  studies  program  draws  on  content  from 
"history,  geography  and  the  social  sciences  to  help  students 
inquire  into  relevant  social  issues  affecting  the  political, 
economic  and  sociocultural  life  of  the  local  community,  the 
province,  the  nation  and  the  world". 

Many  of  the  social  issues  in  the  1981  Alberta  Social  Studies 
Curriculum  involve  economic  decisions.   For  example,  at  the 
Grade  One  level  students  deal  with  the  issue  "How  would  work 
be  shared  if  the  family  believed  strongly  in  allowing  for 
individual  differences?^'   At  the  Grade  Eleven  level,  a 
central  issue  examined  is  "Should  there  be  a  global  system 
to  control  the  production  and  distribution  of  food?". 

This  handbook  for  teachers  will  assist  in  the  examination  of 
these  economic  issues  by  providing  suggestions  for  student 
activity  involving  students  in  the  inquiry  process  into 
economic  decision-making. 

There  is  a  handbook  for  each  school  division  encompassing 
grades  1  -  12.   Within  each  is  a  common  introduction, 
description  of  economics,  glossary  of  economic  concepts  and 
terms  and  bibliography.   Please  refer  to  the  "Format  for 
Instruction  Activity"  following  this  introduction. 
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Although  concepts  are  developed  sequentially,  repetition  of 
some  concepts  in  various  grades  is  possible.   Any  developed 
concept  within  the  context  of  a  particular  activity  however, 
is  tied  directly  to  that  activity  and  topic.   Reinforcement 
is  an  important  part  of  eocnomic  development  and  under- 
standing. 

NOTE:   Handbooks  for  other  grade  divisions  are  available  upon 
request.   It  is  strongly  recommended  that  activities 
are  used  only  at  the  grade  level  for  which  they  are 
intended. 

We  trust  that  usefulness,  stilulation  and  economic  objectivity 
will  be  the  trademark  of  this  handbook. 


Ron  Jeffery 

Vice-President 

Alberta  Foundation  for  Economic  Education 

July,  1981 
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FORMAT  OF  INSTRUCTIONAL  ACTIVITY 


The  activity  format  for  this  handbook  will  follow  the  outline 
below: 


Title 

Recommended  Use 

Focus  Question 
Time  Required 
Concept(s) 


Materials 
Procedures 

Evaluation 


Activity  identification 

Grade  and  topic  or  ability . level  for 
which  the  activity  is  intended 

Specific  relationship  to  economic 
concept  being  developed 

-  Number  of  class  periods  to  complete 
activity 

-  The  concept(s)  that  serve  as  the  main 
theme  for  the  activity 


delated  Concepts  - 


Instructional 
Objectives 


Rationale 


Other  economic  concepts  specifically 
dealt  with  in  the  activity 

Each  objective  should  specify  the  parti- 
cular learning  (knowledge  or  skill)  the 
student  is  expected  to  demonstrate 

A  brief  statement  explaining  the  signi- 
ficance of  the  activity.   The  statement 
may  focus  on  what  students  should  know, 
be  aware  of  or  be  about  to  do.   Or,  it 
may  focus  on  the  importance  of  the 
instructional  approach  being  used  (e.g. 
use  of  gaming/simulation  for  motiva- 
tional purposes  or  for  purpose  of  having 
students  apply  certain  skills,  knowledge 
etc. ) 


All  materials  needed  for  the  activity 

Instructions  for  teacher/student  on  how 
to  carry  out  the  activity 

Description  of  strategies,  testing 
instruments,  or  other  materials  to  be 
used  for  assessing  student  learning 


Follow-up         -   Further  activities  and  teaching 

suggestions  that  evolve  from  primary 
activities 

Cross-reference   -   Reference  to  other  areas  of  the  curri- 
culum where  the  concepts  identified 
could  be  taught 

Bibliography      -   Adapted  from  June  V.  Gilliard/ Joint 

Council . 
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NOTE  TO  TEACHERS 
DIVISION  THREE 

Grade  Seven:    Activity  One  -  "Aboriginies  of  Australia"* 

This  activity  is  designed  to  have  students 
learn  the  economic  concepts  of  Scarcity  and 
Productive  Resources,  i.e.  land ,  labor , 
capital  and  enterprise.   The  activity  is 
recommended  for  use  in  Grade  7,  Topic  B:  Case 
Studies  of  Nonindustrial  Societies.   The 
Aborigines  of  Australia  is  the  nonindustrial 
society  selected  as  the  case  to  develop  these 
concepts. 

First,  students  investigate  the  basic  economic 
problem  of  scarcity  by  comparing  the  factors 
of  production  available  to  the  Aborigines  with 
those  of  the  Plains  Indians  in  Canada  and 
noting  the  different  choices  made  by  each 
society.   Next,  students  categorize  examples 
of  the  four  factors  of  production  as  given  in 
a  short  story  on  Aborigines.   Finally,  the 
focus  of  the  activity  is  broadened  to  have 
students  apply  the  learned  concepts  to  other 
nonindustrial  societies. 

Activity  Two  -  "Working  Together" 

This  activity  is  designed  to  have  students 
learn  the  economic  concepts:   Specialization , 
Division  of  Labour,  Exchange  and 
Interdependence.   The  activity  is  recommended 


Further  information  on  economic  terms  and  concepts  will 
be  found  in  the  glossary  of  terms  and  concepts  in  this 

package.  .  . 
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for  use  in  Grade  7,  Topic  B:  Case  Studies  of 
Nonindustrial  Societies.   The  Aborigines  of 
Australia  is  the  nonindustrial  society 
selected  as  the  case  to  develop  these 
concepts . 

First,  students  investigate  advantages  and 
disadvantages  of  specialization  by  analyzing 
the  short  story,  At  the  Car  Wash.   Next, 
students  participate  in  a  role-playing 
activity  to  gain  an  understanding  of  the  forms 
of  specialization  in  Aborigine  society  and  how 
these  compare  with  forms  of  specialization  in 
Canadian  society.   Finally,  the  students  are 
to  draw  some  conclusions  about  the  advantages 
and  disadvantages  of  specialization  in  both 
cultures . 


Grade  Eight:    Activity  One:  "Economic  Development  of  the 

Third  World"* 


To  better  understand  the  plight  of  the  low 
income  countries,  it  is  helpful  to  identify 
common  features  of  their  economies.   By 
comparison  of  economic  data  for  low,  middle, 
and  high  income  countries,  we  can  infer  some- 
thing about  the  reasons  for  underdevelopment 
and  about  possible  solutions.   Thus  the 
students  will  learn  something  about  one  of  the 
major  problems  of  today's  world.   On  a 
different  level,  the  skills  of  interpreting, 
and  generalizing  from,  statistics,  along  with 
the  constructing  of  bar  graphs,  are  taught  in 
this  activity. 

Adapted  from  Master  Curriculum  for  the  Nation's  Schools, 
Part  II,  Strategies  for  Teaching  Economies:   World 
Studies  (Secondary).  New  York:  Joint  Council  on  Economic 
Education,  1980.        xiii 


Activity  Two:   "Capital  Investment" 

This  topic  is  designed  to  illustrate  the  vital 
role  of  capital  goods  in  economic  growth. 
Since  a  central  question  within  Grade  VIII, 
Topic  "C"  is  the  analysis  of  the  process  of 
economic  development  in  third  world  countries 
past  and  present,  any  factor  considered 
instrumental  in  that  development  becomes  very 
significant.   The  primary  goal  of  this 
activity  is  to  help  the  students  to  realize 
that  investment  in  capital  goods  constitutes 
one  of  the  main  roots  of  increased 
productivity  and  economic  development.   As 
well,  the  students  should  come  out  of  such  a 
study  with  a  practical  "tool"  for  improving 
their  own  financial  status  or  assets  in  the 
free  enterprise  system. 


Grade  Nine:     Activity  One  -  "The  Big  Apple" 

"The  Big  Apple"  is  a  simulation  which  will 
enable  students  to  participate  as  buyers  and 
sellers  in  reaching  a  price  in  a  competitive 
marketplace.   As  well,  it  will  enable  them  to 
see  how  supply  and  demand  influence  prices  in 
a  competitive  marketplace.   It  is  intended  as 
an  exercise  which  will  introduce  and  explain 
the  concepts:  supply,  demand,  market  price, 
and  competitive  market.   As  such  it  can  be 
incorporated  into  Topic  A:   Selected  Market 
Economies  and  the  teaching  unit,  Should  We 
Limit  Industrial  Growth? 


Adapted  from  A  Guide  to  Trade-Offs.   Agency  for 
International  Television,  1978. 
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Activity  Two  -  "The  Cost  of  Consumer 

Protection" 


"The  Cost  of  Consumer  Protection"  is  a  set  of 
two  readings  and  exercises  which  will  explain 
the  concepts:  social  costs,  social  benefits, 
trade-offs,  and  government  regulation. 
Although  both  exercises  are  based  on  the 
American  society,  they  are  general  enough  in 
nature  to  apply  to  Canada  as  well.   In 
addition,  the  exercises  will  enable  students 
to  see  that  consumer  protection  involves  a 
value  decision  on  the  part  of  consumers  and 
society.   It  is  intended  for  use  in  Topic  A: 
Selected  Market  Economies  and  the  teaching 
Unit,  Should  We  Limit  Industrial  Growth? 
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GRADE         SEVEN 


ACTIVITY  1 


ABORGINIES  OF  AUSTRALIA 


7.1.1 


TITLE: 
RECOMMENDED  USE 

FOCUS  QUESTION: 

TIME  REQUIRED: 
CONCEPTS : 


ABORGINIES  OF  AUSTRALIA 

Grade  Seven,  Topic  B:  Case  studies  of 
nonindustrial  societies 

How  can  production  resources  be  utilized 
to  deal  with  the  problem  of  scarcity  in 
nonindustrialized  societies? 

One  to  two  class  periods 

Scarcity 

Productive  Resources:  Land 

Labor 
Capital 
Enterprise 


INSTRUCTIONAL  OBJECTIVES: 


Students  will 


1.  Define  scarcity  and  productive  resources. 

2.  Name  examples  of  productive  resources  available  to 
the  Aborigines  of  Australia  and  correctly  place 
them  in  the  categories  of  land,  labor,  capital  and 
enterprise . 

3.  Cite  specific  examples  of  how  Aboriginal  technology 
influenced  resource  use. 

4.  Describe  ways  in  which  scarcity  influenced  life  for 
the  Aborigines. 


5.    Explain  how  scarcity  affected  specific  features  of 
Aborginal  culture. 
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RATIONALE: 

All  societies  wrestle  with  one  central  economic  problem, 
scarcity.   In  our  affluent  society,  the  basic  needs  of  the 
people  are  largely  met,  but  even  here  there  remain  many 
unsatisfied  wants  of  various  degrees  of  importance  or 
frivolity.   A  study  of  Aborginal  society  does  not  tell  us 
much  about  the  nature  of  the  scarcity  we  face  in  Canada 
today,  but  it  is  of  interest  in  its  own  right  to  see  how  a 
society  copes  with  a  degree  of  scarcity  that  is  close  to  the 
edge  of  subsistence. 

MATERIALS: 

One  copy  of  Handouts  1(a)  and  1(b)  for  each  student. 

PROCEDURE : 

1(a)  Distribute  Handout  1(a).   Allow  time  for  reading; 
then  through  discussion,  establish  that  students 
have  a  working  definition  of  scarcity  and  produc- 
tive resources  (often  referred  to  as  factors  of 
production) . 

-  Scarcity  exists  whenever  there  are  not  enough 
goods  and  services  to  satisfy  every  human  want. 
An  abstemious  hermit  may  want  only  the  few  crusts 
and  rags  that  he  has;  for  him,  scarcity  does  not 
exist  because  he  has  eliminated  it  by  reducing 
his  wants.   For  most  of  us,  our  wants  exceed  our 
means,  and  scarcity  exists.   People  in  severe 
poverty  are  short  of  basic  necessities;  wealthier 
people  usually  would  like  even  more  good  things 
than  they  have.   The  idea  of  scarcity  is  separate 
from  the  idea  of  poverty.   The  idea  of  scarcity 
is  tied  to  the  idea  of  choice.   Anyone,  whether 
rich  or  poor,  must  make  choices  if  his  wants 
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exceed  his  means.   A  child  with  only  twenty-five 
cents  to  spend  on  candy  must  choose  what  kind  to 
buy  from  the  many  good  kinds  he  likes.   Teachers 
must  teach  less  than  they  would  like  to  because 
time  is  scarce,  and  must  choose  what  to  include 
and  what  to  leave  out.   The  Government  of  Canada, 
for  all  the  billions  of  dollars  at  its  disposal, 
cannot  do  everything  the  voters  would  like  and 
must  choose  among  more  defense,  more  welfare, 
lower  taxes,  and  so  on.   Because  of  scarcity, 
each  society  must  possess  some  means  of  choosing 
what  to  produce,  how  to  produce  it,  and  how  to 
share  the  product. 

Productive  resources  or  factors  of  production 
consist  of  land,  labor,  capital  and  enterprise. 
Land  or  natural  resources:   Natural  resources  are 
all  of  the  earth's  land  and  water  including  all 
minerals,  wildlife,  timber,  fish,  soil,  climate, 
and  so  on,  in  their  original  state,  that  are  of 
use  to  mankind.   Something  in  nature  that  is  not 
useful  is  natural  but  not  a  resource,  for 
example,  uranium  mines  in  1800  or  most  of 
Antarctica  today.   Natural  resources  can  be 
increased  by  discovery  of  new  resources  or  of  new 
uses. 

Labor  or  human  resources:   Labor  is  any  kind  of 
productive  human  effort.   It  can  be  manual  or 
mental  exertion  for  which  wages,  salaries  or 
professional  fees  are  earned.   Labor  includes  the 
efforts  of  all  people  involved  in  production  such 
as  administrators,  managers,  builders, 
researchers,  inventors,  professionals  and  day 
laborers.   Both  the  number  of  people  and  the 
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quality  of  their  labor  are  important  in  the 
production  of  goods  and  services. 

Capital  -  Capital  is  any  man-made  good  that  does 
not  satisfy  wants  directly,  but  is  used  to 
produce  the  things  we  want.   Capital  resources 
include  buildings,  machines,  tools,  roads,  dams, 
electrical  distribution  systems  and  warehouses. 

Management  (entrepreneurship)  -  Enterprise  is  the 
function  performed  by  people  who  put  plans  into 
action  and  take  the  risk  of  success  or  failure. 
The  entrepreneur  is  the  person  who  brings 
together  the  land,  labor  and  capital  factors  and 
organizes  them  for  production.   He  is  the 
financial  risk  taker  in  promoting  the  business. 
He  may  be  a  stockholder,  manager  or  an  owner  of  a 
plant  or  business.   Entrepreneurial  decisions 
must  be  made  as  to  the  replacement  of  outmoded 
tools,  equipment  or  buildings  and  the  retraining 
of  workers. 

1(b)  Instruct  students  to  study  the  table  in  Handout 
1(a)  then  ask: 

-  Which  factors  of  production  were  plentiful  in 
Northern  Australia  before  1788?   In  Canada's 
Plains  before  1750?  (Northern  Australia:  land, 
enterprise;  Canada's  Plains:   land,  enterprise). 

-  Which  factors  of  production  were  scarce  in 
Northern  Australia?  (labor,  capital). 

-  What  resources  were  scarce  in  Canada's  Plains? 
(labor,  capital). 
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-  How  did  the  (a)  Aborginies  and  (b)  Plains  Indians 
arrange  to  make  the  choices  that  the  fact  of 
scarcity  forced  them  to  make?  (what?  how?  and  for 
whom?) . 

-  How  are  decisions  made  in  Canada  about  the  use  of 
the  environment  (e.g.  the  Mackenzie  Valley 
Pipeline)? 

Distribute  handout  1-b.   Allow  time  for  reading  and 
for  listing  the  resources  available  to  the 
Aborigines.   After  students  have  completed  the 
reading  have  them  classify  the  resources  under  the 
headings  land,  labor,  capital ,  and  enterprise.   The 
final  listing  will  be  similar  to  that  shown  below. 

LAND  (natural  resources) 

Water  seeds  shellfish 

emu  wild  yams  sandalwood 

kangaroo  ngaro  fruit  mulgawood 

roots  turtle  eggs  stone 

LABOR  (human  resources) 

hunter         clan  -  basic  social  group 

tracker 

gatherer 

teacher 

CAPITAL  (tools  and  equipment) 

Spear 

woomera  (spear  thrower) 

Yirilmari  (ritual  boards) 

pigments 

wanna  (digging  stick) 

carrying  boards 

fire-making  tools 

windbreak 
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ENTERPRISE  (Bearer  of  the  costs  of  failure) 
Walanya's  organization  of  the  hunt. 

3.  Have  students  compare  their  lists  and  then  complete 
the  following: 

(a)  Did  the  Yir  Yoront  make  the  best  use  of  their 
productive  resources?  Cite  specific  examples 
from  the  reading  to  support  your  answer? 

(b)  Why  was  Mawulan  allowed  to  jeopardize  the 
success  of  the  hunt? 

(c)  What  would  have  to  happen  before  the  Yir 
Yoront  way  of  life  could  be  substantially 
improved? 

(d)  Explain  why  you  think  the  Aborigines  continued 
to  live  in  their  particular  environment. 

4.  Have  students  do  research  on  the  culture  of 
Canada's  Plains  Indians  and  then  complete  the 
following : 

(a)  How  effectively  did  the  Plains  Indians  make 
use  of  their  resources?   Cite  specific 
examples  to  support  your  answer. 

(b)  Compare  the  use  of  productive  resources  by  the 
Yir  Yoront  with  the  use  of  productive 
resources  by  the  Blackfeet. 

(c)  (i)     For  what  purposes  do  industrialized 

societies  make  use  of  productive 
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resources.   How  effectively  are  these 
resources  used  towards  their  purposes? 

(ii)    Nonindustrialized  societies? 
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HANDOUT  1(a) 


THE  CENTRAL  ECONOMIC  PROBLEM 


Available  economic  resources  are  inadequate  to  satisfy  all 
human  wants.   Economists  call  this  condition  scarcity. 
People  use  land  (natural  resources),  their  own  labor  (human 
resources),  capital  (products  used  in  further  production, 
such  as  seeds,  tools,  or  buildings),  and  enterprise  (decision 
making  and  risk  taking)  to  create  goods  and  services  for 
consumption  and  new  captital. 

Poverty  exists  where  these  economic  resources  are  too  few  or 
too  unproductive  to  meet  the  basic  needs  of  the  people.   Even 
in  a  wealthy  country,  where  basic  needs  are  largely  met, 
there  are  not  enough  resources  to  satisfy  all  human  wants 
because  people  seem  always  to  have  new  or  larger  wants.   In 
other  words,  scarcity  remains  even  when  poverty  is  eliminated 
(unless  people  somehow  learn  not  to  want  more  than  they 
have).   Scarcity  means  the  situation  in  which  wants  exceed 
means,  whether  in  poverty  or  in  affluence. 

Scarcity  is  called  the  central  problem  in  economics  because 
it  imposes  the  necessity  of  choice,  and  economics  is  about 
choice.   Because  of  scarcity,  it  is  necessary  to  choose  which 
of  the  many  things  people  would  like,  shall  in  fact  be 
produced  and  which  shall  not.   It  is  necessary  to  choose 
among  alternative  ways  of  producing  things  because  the  means 
of  production  are  limited.   It  is  necessary  to  choose  some 
particular  division  of  the  products  among  consumers. 
Scarcity  requires  that  there  be  some  system  to  make  these 
decisions  about  what  to  produce,  how  to  produce,  and  for  whom 
to  produce.   That  system  is  the  economic  system. 
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This  lesson  is  about  the  economic  systems  of  the  Aborigines 
of  Australia.,  and  of  the  Plains  Indians  of  North  America, 
before  the  arrival  of  the  white  man.   The  intent  of  the 
lesson  is  to  discuss  the  factors  of  production  available  to 
each  society,  how  they  were  used,  and  how  the  economic 
choices  of  what?  how?  and  for  whom?,  were  made. 


ABORIGINES 


PLAINS  INDIANS 


Before  the  arrival  of  the 
white  man  some  50,000 
Aborigines  lived  here. 
This  is  a  vast  land  of 
almost  11  million  square 
kilometres.   Northern 
Australia  is  a  warm  region 
which  extends  from  the 
relatively  flat  great 
central  desert  to  the  north 
eastern  highlands.   The 
Aborigines  lived  in  scat- 
tered tribes  which  pos- 
sessed a  primitive  technol- 
ogy consisting  of  a  limited 
variety  of  wood  and  stone 
tools  used  for  hunting  and 
gathering  available  animals 
and  plants.   Due  to  the 
small  size  of  the  tribal 
groups,  organization  was 
poorly  developed. 


30-40,000  Indians  occupied  the 
Canadian  plains  in  1750.   This 
is  a  broad,  relatively    flat 
area  extending  from  the   Great 
Lakes  to  Rocky  Mountains 
covering  about  1-1/2  million 
square  kilometres.   The 
Canadian  plains  are  a  vast 
grassland  which  experience 
extremes  in  climate  ranging 
from  cold  snowy  winters  to  warm 
dry  summers.   The  Plains 
Indians   lived  in  distinct 
tribes  which  occupied  hunting 
ranges  over  which  huge  herds  of 
buffalo  roamed.   The  buffalo 
was  the  "staff  of  life"  upon 
which  these  hunters  and 
gathering  depended  for  food, 
clothing,  housing,  tools  and 
weapons.   Leadership  was  not 
well  developed.   Hunting  and 
war  parties  were  led  by 
individuals  with  proven  skills 
and  natural  ability. 
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HANDOUT  1(b) 


THE  YIR  YORONT,  ABORIGINES  OF  AUSTRALIA 


The  searing  heat  of  the  tropical  sun  continued  to  envelope 
the  motionless  figures  in  the  blind.   They  had  walked  many 
miles  this  day  across  the  vast,  scorched  plain.   They  had 
wandered  southward  away  from  the  traditional  Yir  Yoront 
location  near  the  mouth  of  the  Coleman  River  in  Australia's 
Northern  Territory. 

This  hunting  expedition  was  special.   The  two  hunters  were 
tracking  the  great  flightless  bird  of  Australia's  deserts  - 
the  emu.   Since  dawn,  Mawulan  and  Walanya  had  skillfully 
searched  out  and  followed  the  spore  of  their  prey  to  this 
waterhole.   Mawaulan's  throat  felt  parched,  his  legs, 
cramped,  as  he  continued  to  sit  motionless  in  the  blind  on 
the  edge  of  the  billabong.   Yet  he  was  determined  to  succeed, 
for  his  father,  Walanya,  had  finally  consented  to  take  him  on 
this,  his  first  major  hunting  expedition. 

If  successful,  the  hunt  would  prepare  Mawulan  for  his 
assumption  of  manhood  at  the  corroboree.   During  the  rainy 
season  a  corroboree  would  be  held.   This  was  a  special  ritual 
in  which  the  legends  and  dances  of  the  clan's  past  achieve- 
ments were  celebrated.   There  would  be  a  great  gathering  of 
all  members  of  the  Sunlit  Cloud  Iguana  clan.   And  most 
exciting  of  all,  the  myths  of  the  Uirilmari  or  ritual  boards 
would  be  recounted. 

Mawulan' s  favorite  was  the  tale  of  Lightning  Brother  who 
lived  many  lifetimes  ago  in  what  the  Yir  Yoront  referred  to 
as  the  dream  time  before  creation.   Mawulan  also  looked 


7.1.11 

forward  to  the  part  he  would  play  in  the  corroboree.   He 
would  paint  his  face  and  body  with  the  pigments  of  red  and 
yellow  ochre,  and  he  would  wear  the  feathers  of  the  great  emu 
-  if  the  hunt  were  successful. 

Suddenly,  Walantya  moved,  bringing  Mawulan  back  from  his  day- 
dream.  Walanya  cautiously  reached  for  the  woomera  or  spear 
thrower.   Next,  he  deftly  placed  the  long  nine  foot  spear, 
made  of  mulga  wood  with  a  sharp  stone  point,  on  the  woomera. 
Now  as  the  great  bird  bent  to  drink  Walanya  handed  the  weapon 
to  his  son  and  helped  him  steady  it  for  the  throw. 

Mawulan  drew  the  woomera  back  and  then  with  all  the  effort  he 
possessed  he  let  fly  with  the  spear.   At  the  same  instant, 
the  emu  started.   Just  as  the  spear  struck,  the  big  bird 
turned,  causing  the  spear  to  glance  off  into  the  billabong. 

A  disappointed  Mawulan  ran  to  grasp  the  spear  and  try  again, 
but  it  was  too  late.   The  emu  was  gone.   Saddened  by  his 
failure,  the  boy  turned  to  his  father.   Walanya  tried  to  com- 
fort his  son  by  suggesting  that  success  on  a  hunter's  first 
attempt  was  very  unusual.   He  told  Mawulan  they  would  try 
again  tomorrow.   For  now,  the  sun  was  well  past  its  highest 
point,  and  they  must  return  to  the  women  and  younger 
children. 

Perhaps  they  had  been  more  successful  at  gathering  food  than 
the  men  had  been  at  hunting.   Using  the  wanna  or  digging 
stick  and  the  large  wooden  carrying  boards,  the  women  often 
discovered  edible  roots,  seeds,  grubs,  wild  yams,  or  ngaro 
fruit.   They  might  even  have  found  turtle  eggs  or  shellfish 
along  the  shore  of  the  Great  Water. 

As  his  thoughts  turned  to  food,  and  as  the  shadows  began  to 
lengthen,  Mawulan 's  disappointment  began  to  give  way  to  his 
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feelings  of  hunger  and  tiredness.   He  looked  forward  to  the 
warmth  of  the  sandalwood  fire  protected  by  the  brush  wind- 
break which  provided  the  Aborigines  only  shelter.   Yes,  he 
would  soon  return  to  the  safety  of  the  tribe.   Perhaps 
tomorrow  he  would  become  a  successful  hunter.   "Who  knows,  I 
might  even  kill  a  kangaroo" ,  thought  Mawulan ,  as  he  followed 
in  the  footsteps  of  his  father. 

EVALUATION: 

1.  Have  students  define  and  provide  examples  of 
Scarcity,  Land,  Labor,  Capital  and  Management  in 
Aboriginal  and  modern  Canadian  societies. 

2.  Using  textbooks  and  other  sources,  have  students 
describe  in  written  form,  how  Scarcity   was 
involved  in  the  development  of  one  of  the  following 
cultures : 


eg.  Tasaday 
Pygmies 
Bushmen 
Plains  Indians 


3.    Have  students  prepare  a  "retrieval  chart"  of 

examples  of  the  4  productive  resources  for  each  of 
these  societies. 

FOLLOW-UP  SUGGESTIONS: 

1 .  The  concepts  of  Scarcity  and  Productive  Resources 
could  also  be  emphasized  by  completing  a  chart  on 
"environmental  possibilism"  as  follows: 
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Environmental    Opportunity    Limitation 
Culture Factor Presented Presented 

Aborgine    Emu  food  migration 

ceremonial 
use 


2.  Have  students  attempt  to  determine  how  a  society's 
level  of  technology  affects  its  relationship  to  the 
environment.   To  do  this  have  them  construct  an 
"environmental-possibilism"  chart  on  the  area  of 
Alberta  in  which  they  live. 

3.  Have  students  attempt  to  determine  the  effect  of 
the  introduction  of  a  technological  device  on  a 
nonindustrial  society?   e.g.  Case  study  on 
introduction  of  steel  axes  to  Yir  Yoront  culture. 

4.  Have  students  prepare  alternative  positions  and 
debate  the  following  issue: 

Should  the  introduction  of  technology  to  a 
traditional  society  always  be  viewed  as  a 
"good  thing"? 

5.  How  are  decisions  made  on  needs  and  wants  in: 

(a)  your  family? 

(b)  at  school? 

(c)  by  government? 

CROSS  REFERENCES: 

Grade  7,  Topic  B:   Case  Studies  of  Nonindustrial  Societies. 

Grade  7,  Curriculum  Teaching  Units. 
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ACTIVITY  2 
WORKING  TOGETHER 
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TITLE:  WORKING  TOGETHER 

RECOMMENDED  USE:    Grade  Seven,  Topic  B   Case  studies  of 

nonindustrial  societies 

FOCUS  QUESTION:     How  can  tasks  best  be  allocated  to 

increase  productivity  in  industrial  and 
nonindustrial  societies? 

TIME  REQUIRED:      Two  to  three  class  periods 

CONCEPTS:  Specialization,  Division  of  Labor 


INSTRUCTIONAL  OBJECTIVES: 

Students  will: 

Define  specialization  and  division  of  labor 
List  and  explain  the  forms  of  specialization  which 
are  apparent  in  industrial  and  nonindustrial 
societies 
-   Analyze  ways  in  which  specialization  can  be  used  to 
increase  productivity  or  provide  more  free  time 
Evaluate  both  advantages  and  disadvantages  of 
specialization  apparent  in  industrial  and  non- 
industrial  societies 

RATIONALE: 

All  societies  utilize  specialization  and  the  division  of 
labor  as  one  method  of  increasing  productivity.   With  each 
person  specializing  in  one  part  of  a  whole  job,  or  taking 
major  responsibility  for  specific  jobs,  output  per  unit  of 
input  can  be  increased.   The  increased  productivity  can  be 
used  to  increase  output  and  income  or  it  can  be  used  to  free 
people  to  do  other  things.   But  specialization  has 
disadvantages  as  well  as  advantages. 
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MATERIALS: 


1.  One  set  of  task-description  cards  (supplied). 

2.  One  copy  of  handouts  2(a),  2(b),  2(c)  and  2(d)  for 
each  student. 


PROCEDURE: 


Distribute  copies  of  Handout  2(a)  "Working 
Together  -  At  the  Car  Wash".   Allow  time  for 
reading  and  answering  the  accompanying  questions; 
then,  through  discussion  establish  that  students 
have  a  working  definition  of  specialization  and  can 
understand  how  a  car  wash  illustrates  independence 
of  workers,  consumers,  etc. 

-  Specialization  and  division  of  labor  mean 

essentially  the  same  thing.   Different  people  do 
different  jobs.   Shoemakers  make  shoes,  surgeons 
perform  operations,  farmers  grow  wheat,  and  so 
on.   The  amount  and  the  quality  of  total 
production  are  vastly  improved  this  way,  compared 
with  a  situation  in  which  each  person  makes  his 
own  shoes,  does  his  own  doctoring,  grows  his  own 
food.   In  modern  economics,  specialization  is 
often  carried  to  a  very  high  level  indeed,  with, 
for  example,  workers  who  specialize,  not  merely 
in  making  cars  but  even  in  attaching  one  small 
piece  to  each  new  car.   Specialization  makes 
people  dependent  on  each  other  in  two  ways. 
First,  each  person  depends  on  many  others  to 
supply  the  food,  shelter,  and  other  goods  and 
services  he  consumes.   Second,  at  the  high  level 
of  specialization  found  in  modern  economics,  each 
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person  depends  on  numerous  co-workers  for  the 
completion  of  the  product  they  are  jointly  pro- 
ducing, and  thus  for  his  income  from  the  sale  of 
that  product.   Division  of  labor  gives  us  more 
income  or  leisure,  but  at  the  cost  of  making  each 
of  us  less  self-sufficient  and  more  dependent  on 
others,  and  in  some  cases  at  the  additional  cost 
of  giving  us  boring,  repetitive,  routine  work. 

2 .    Role  Playing 

Every  society  has  developed  a  division  of  labor 
with  different  tasks  assigned  to  different  members. 
These  tasks  are  ofted  based  on  sex,  age,  and 
specialized  training. 

In  nonindustrial  societies  (i.e.  societies  which 
have  very  little  control  over  their  surroundings) 
limited  specialization  occurs  and  each  individual 
is  responsible  for  many  tasks. 

On  the  other  hand,  industrialized  societies 
experience  greater  degrees  of  specialization  and 
more  highly  developed  division  of  labor. 

In  order  to  have  students  experience  the  implica- 
tions of  this  development  divide  the  class  into 
dyads  (groups  of  two).   Each  dyad  is  to  select  one 
of  the  twenty  Task-Description  Cards  and  then 
prepare  a  dialogue  in  which  the  given  Aborigine 
task  is  compared  to  a  parallel  specialization  in 
present-day  Canadian  Society.   See  sample  card. 
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3 .    Allocation  of  Tasks 

(a)  Ask  students  how  the  Aborigines  allocate 
tasks.   Try  to  get  them  to  arrive  at  such 
bases  as  sex,  age,  and  specialized  training. 

(b)  Have  students  list  some  tasks  done  by  the 
Aborigines  on  the  chart  supplied  as  Handout 
2(b)  and  then  complete  the  chart. 

(c)  Have  the  students  list  the  tasks  done  in  and 
around  their  own  home  by  family  members.   Put 
the  list  on  the  board  as  students  respond. 

(d)  Have  the  students  categorize  the  tasks  on  the 
chart  supplied  as  Handout  2(c). 

(e)  Now,  ask  students  to  name  various  occupations 
within  our  society.   Record  them  on  the  board 
as  they  are  called  out.   When  you  feel  a 
sufficient  cross  section  has  been  identified, 
ask  the  students  to  classify  them  according  to 
how  they  are  allocated.   Use  chart  supplied  as 
Handout  2(d). 

Discussion  Questions: 

(i)     Which  method  of  allocation  appears  to 
be  dominant? 

(ii)    Why  is  this  so? 

(iii)   Has  it  always  been  so  in  our  culture? 

(iv)    What  has  changed  this? 
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4 .    Drawing  Conclusions 

(a)  Ask  students  to  hypothesize  about  reasons  for 
the  obviously  different  methods  of  allocating 
tasks  between  the  two  types  of  cultures. 

(As  cultures  grow  in  size  and  complexity, 
their  division  of  labor  changes  from  being 
based  on,  for  example,  age  and  sex  to  being 
based  on  total  specialization.) 

(Perhaps  other  factors  affecting  division  of 
labor  could  be  discussed). 

(b)  Discussion  questions: 

(i)    Why  did  the  Aborigine  tribes  never 
develop  methods  of  mass  production? 

(ii)    Would  mass-production  methods  of 
specialization  have  helped  the 
Aborigines  increase  their  productivity? 
Explain. 
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HANDOUT  2-a 


WORKING  TOGETHER:   AT  THE  CAR  WASH 


Introduction :   This  excercise  is  about  young  people  increas- 
ing their  productivity  by  specializing,  with  each  doing  one 
part  of  a  whole  job.   As  you  work  through  it  think  about  both 
the  advantages  and  disadvantages  of  specializing  and  working 
together. 

Summary :   John,  Debbie  and  Rob  sat  outside  the  convenience 
store  discussing  their  hopes  of  getting  their,  drivers' 
licences  soon.   As  they  continued  talking  about  the  makes, 
colors  and  features  of  their  favorite  car,  the  conversation 
turned  to  car  maintenance  and  in  particular  car  washing. 

All  agreed  they  could  wash  their  parents'  cars  faster  when 
they  worked  together  and  each  person  specialized  by  doing  one 
part  of  the  whole  job.   Debbie  suggested  that  some  extra 
spending  money  could  be  earned  if  they  organized  a  car  wash 
for  each  Saturday  during  summer.   One  person  could  vacuum  and 
dust  the  interiors,  another  could  wash  and  rinse  the 
exteriors,  while  the  third  could  clean  the  windows  and 
chrome.   With  each  doing  a  specific  job,  cars  could  be  washed 
more  quickly  and  with  the  time  saved  they  could  earn  more 
money. 

With  the  coming  of  summer,  the  car  wash  got  off  to  a  good 
start  and  ran  well  the  first  couple  of  Saturdays.   However, 
as  the  specialized  operation  expanded,  the  teenagers  dis- 
covered that  some  of  the  jobs  were  less  desirable  than 
others.   Also,  they  found  that  it  took  a  large  number  of 
customers  to  keep  all  of  the  specialists  busy,  and  that  if 
one  of  the  specialists  didn't  show  up  the  entire  operation 
broke  down.   All  in  all,  running  a  specialized  car  wash 
wasn't  as  simple  or  easy  as  it  first  appeared. 
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Follow-up  Questions: 

1.  Why  did  the  young  people  want  to  set  up  a 
specialized  assembly  line? 

2.  How  would  this  increase  productivity? 

3.  How  would  the  increased  productivity  benefit  the 
customer? 

4.  What  would  be  some  of  the  disadvantages  of  special 
ization? 
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TASK-DESCRIPTION  CARD 


SAMPLE  HEADING 

Due  to  the  small  size  of  Aborigine  tribal  groups,  decisions 
are  made  democratically.   Their  system  of  organization  allows 
for  no  formal  leaders.   In  fact  Aborigines,  as  most  people 
today,  consider  it  a  serious  insult  to  be  called  "bossy". 

Sometimes  natural  leaders  emerge  who  are  able  to  influence 
others  because  they  are  respected.   But,  generally  speaking, 
leaders  are  not  required.   All  Aborigines  learn  the  basic 
skills  required  for  their  survival  in  a  harsh  environment. 


SAMPLE  DIALOGUE 

1st  STUDENT:   All  tribal  members  work  together.   In  this  way 
everyone  benefits. 

2nd  STUDENT:   But  who  gives  the  orders?   Someone  has  to  take 
charge  and  see  that  all  necessary  work  gets 
done . 


1st  STUDENT 


We  have  no  orders  and  there  is  no  one  who  gives 
orders.   All  Aborigines  are  responsible.   We 
can  take  care  of  ourselves. 


2nd  STUDENT 


Well,  we  depend  on  each  other.   In  fact,  we  are 
so  interdependent  that  we  choose  people  with 
specialized  training  as  leaders. 


1st  STUDENT 


For  the  Aborigine  it  is  a  serious  offence  to  be 
"bossy" ! 
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TASK-DESCRIPTION  CARD 


RITUAL  BOARD  MAKING 

Tradition  is  very  important  to  the  Aborigine.   This  can  be 
seen  if  one  studies  the  ceremonial  corroboree.   An  important 
aspect  of  this  is  the  making,  displaying  and  reciting  of  the 
totemic  ritual  boards.   Each  clan  possesses  many  totems  which 
are  natural,  like  the  sun  and  stars,  and  imagined,  like 
ghosts.   These  totems  are  believed  to  have  existed  since 
before  creation.   Therefore,  they  make  the  clans  permanent 
and  give  the  Aborigine  way  of  life  stability.   The  totems 
are  displayed  and  their  legends  described  once  each  year  at 
the  corroboree.   Long  hours  of  work  go  into  the  carving  and 
painting  of  the  ritual  boards  by  all  young  men  whose  task  it 
is  to  carry  on  the  traditions  of  the  clan's  totems. 
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TASK-DESCRIPTION  CARD 


DANCING 

An  important  part  of  Aborigine  tradition  is  the  ritual 
dancing  which  takes  place  at  the  corroboree.   Often,  as  the 
fire  dies  down,  and  everyone  begins  to  get  quiet,  a  man  will 
begin  to  sing  in  a  high  voice.   Men  will  beat  on  the  ground 
using  heavy  sicks,  women  and  children  will  clap  their  hands 
to  their  thighs  in  rhythm.   Then  suddenly  a  group  of  men 
wearing  feathered  headdresses,  and  with  their  faces  and 
bodies  painted  will  begin  to  dance.   Carrying  the  oral  ritual 
totem  boards  they  will  dance  the  age-old  legends.   In  this 
way,  Aborigine  men  keep  the  ancient  tradtions  of  their 
culture  alive. 


TASK-DESCRIPTION  CARD 


FIGHTING 

Only  adult  males  went  to  war.    Among  Aborigine  tribes  fight- 
ing was  limited  to  minor  encounters.   In  order  to  protect  and 
keep  control  of  traditional  hunting  territory,  tribes  would 
occasionally  come  into  conflict.   Spears,  axes,  knives  and 
clubs  were  the  main  weapons.   During  the  rainy  season,  when 
food  and  water  were  easier  to  obtain,  small  fighting  parties 
would  undertake  a  "walkabout"  in  order  to  drive  off  any 
intruders.   Seldom  would  anyone  be  killed,  however. 
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TASK-DESCRIPTION  CARD 


SORCERY 

Sorcery,  or  magic  involving  evil  spirits,  was  an  important 
part  of  traditional  Aborigine  culture.   The  Aborigines  placed 
great  emphasis  on  clan  totems  and  the  traditions  they 
represented.   Many  of  these  traditions  and  rituals  involved 
spirits  which  were  thought  to  be  both  good  and  bad. 
Sorcerers  could  be  either  men  or  women.   Usually  a  person 
became  a  sorcerer  because  of  some  special  ability.   For 
example,  a  sorcerer  might  possess  an  extraordinary  ability  to 
predict  or  influence  important  events  like  hunting,  warfare 
or  illness. 


TASK-DESCRIPTION  CARD 


FISHING 

Among  the  Aborigine  tribes  which  lived  on  the  coast  or  along 
rivers,  fishing  was  an  important  activity.   While  women  would 
generally  be  responsible  for  gathering  eggs,  shellfish  and 
other  items  along  the  shore,  men  did  the  actual  fishing.   In 
the  shallow  waters  along  the  shore  or  in  tidal  pools,  nets 
and  a  long  spear  were  used  to  catch  a  variety  of  fish.   The 
flesh  would  be  cooked  and  eaten,  while  the  bones  would  be 
used  for  making  tools. 
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TASK-DESCRIPTION  CARD 


TRADING 

Although  limited  to  relatively  few  items,  trading  was  an 
important  activity  among  most  Aborigine  tribes.   In  fact, 
trading  was  important  not  only  as  a  means  of  gaining  items  or 
materials  tribes  lacked,  it  was  also  important  for  developing 
interpersonal  relationships.   For  example,  in  order  for  Yir 
Yoront  men  to  obtain  stone  to  make  axes,  they  established  a 
series  of  trading  partners.   Some  of  these  trading  partners 
might  occupy  territory  700-800  km  away.   Generally,  trading 
occurred  at  the  same  time  as  the  Aborigine  ceremonies.   This 
added  to  the  social  importance  of  those  occassions. 


TASK-DESCRIPTION  CARD 


HUNTING 

While  all  Aborigines  learn  the  fundamental  methods  of  hunting 
and  gathering,  it  is  the  men  who  concentrate  on  hunting.   By 
the  time  a  boy  reaches  adulthood  he  will  have  learned  the 
many  skills  required  to  be  a  successful  hunter.   From  follow- 
ing the  spore  (tracks)  of  animals,  to  using  the  woomera 
(spear  thrower)  to  throw  a  stingray  barbed  spear,  many  skills 
will  have  been  developed.   The  major  game  animals  hunted  are 
large  lizards,  emu  and  kangaroo. 
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TASK-DESCRIPTION  CAR 


TRACKING 

Because  hunting  is  so  important  in  providing  for  the  needs  of 
Aborigines,  tracking  game  animals  is  a  highly  developed 
skill.   Aborigine  boys  begin  to  learn  the  location  of  every 
hill,  water  hole  and  rock  outcrop  at  an  early  age.   They  come 
to  recognize  the  specific  spore  (track)  of  each  animal  and 
estimate  how  old  it  is.   Because  the  tribes'  survival  depends 
on  finding-^  and  killing  game,  tracking  is  one  of  the 
Aborigines  most  important  skills. 


TASK-DESCRIPTION  CARD 


AXE  MAKING 


Among  the  Yir  Yoront,  an  Aborigine  tribe  in  Northern 
Australia,  axe  making  is  very  specialized.   While  most  tools 
and  implements  can  be  made  and  used  by  any  tribal  member, 
axes  can  only  be  made  by  men.   Only  men  are  allowed  to 
collect  or  trade  for  the  wood  and  stone  from  which  the  axe  is 
made.   Only  men  can  actually  make  and  own  axes.   While  women 
and  children  may  use  axes ,  they  must  borrow  these  from  an 
older  male  relative  and  then  promptly  return  them. 

In  this  way,  the  task  of  axe  making  also  helps  determine  the 
relationships  between  people. 
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TASK-DESCRIPTION  CARD 


ENTERTAINING 

While  some  individuals  seem  to  possess  a  natural  ability  to 
tell  the  age-old  legends  depicted  on  the  ritual  boards,  or  to 
dance  traditional  dances,  all  tribal  members  take  part  in  the 
corroboree.   During  the  dry  season  tribes  gather  in  a  cen- 
tralized location  to  carry  out  initiation  rites  or  other 
totemic  ceremonials.   This  is  a  time  of  great  excitement  and 
social  interaction  for  everyone. 


TASK-DESCRIPTION  CARD 


FOOD  GATHERING 

While  all  Aborigines  may  forage  for  edible  seeds,  roots  and 
grubs,  food  gathering  is  primarily  a  task  for  women  and 
girls.   Using  a  "wanna"  or  digging  stick  and  a  special  carry- 
ing board  women  spend  long  hours  collecting  the  natural  foods 
present  in  their  particular  location. 
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TASK-DESCRIPTION  CARD 


FOOD  PREPARATION 

Basic  food  preparation  is  an  essential  survival  skill 
required  of  all  Aborigines.   Dressing  and  cleaning  game, 
preparing  and  cooking  a  variety  of  plant  and  animal  foods  is 
most  often  undertaken  by  women  and  girls.   In  fact,  many  long 
hours  are  spent  by  females  on  this  one  essential  task. 
However,  all  tribal  members,  with  the  exception  of  the  very 
young  do  learn  how  to  prepare  food. 


TASK-DESCRIPTION  CARD 


CHILD  CARE 

As  in  all  societies,  the  care  and  rearing  of  children  is  a 

very  important  task  among  the  Aborigines.  While  women  play 

the  dominant  role  in  this  activity,  child  care  also  occupies 

the  time  of  men  and  older  children.   From  a  very  early  age, 

Aborigine  children  are  treated  with  great  tolerance  and  are 
seldom  disciplined.   These  children  participate  in  many  games 

and  activities  which  teach  them  important  skills  needed  for 
adult  life. 
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TASK-DESCRIPTION  CARD 


HEALING 

The  Aborigine  belief  in  the  importance  of  traditions  to  every 
day  life  can  be  seen  in  the  task  of  healing.   Depending  on 
age-old  methods,  "Shamen"  attempt  to  help  those  who  become 
sick  or  injured.   "Shamen"  are  men  or  women  thought  to 
possess  "magical"  knowledge  or  powers  with  which  to  influence 
the  evil  spirits  which  cause  illness.   This  knowledge  may 
take  the  form  of  secret  natural  substances  for  curing 
specific  diseases  or  ritual  incantations  which  frighten  away 
the  evil  spirits. 


TASK-DESCRIPTION  CARD 


TEACHING 

All  Aborigines  are  teachers.   Living  in  a  harsh  environment, 
Aborigines  must  learn  the  basic  skills  of  survival.   There- 
fore, from  a  very  early  age  every  individual  is  taught  how  to 
gather  or  hunt  for  food,  how  to  build  a  fire  to  keep  warm  and 
how  to  make  clothing  and  build  shelters.   Because  these 
skills  are  so  important  all  older  Aborigines  take  part  in 
educating  the  young. 
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TASK-DESCRIPTION  CARD 


FIREWOOD  GATHERING 

Gathering  wood  to  fuel  the  ever-present  fire  is  a  task  which 
is  never  finished.   Each  day  women  and  girls  spend  many  hours 
collecting  dry  branches  to  serve  as  firewood.   Because 
starting  a  fire  is  a  difficult  and  often  unsuccessful  task, 
Aborigines  prefer  to  keep  a  fire  burning  continuously.   The 
job  of  caring  for  and  fuelling  the  fire  falls  to  the  female 
members  of  the  tribe  who  frighten  away  the  evil  spirits. 


TASK-DESCRIPTION  CARD 


SANDAL  MAKING 

Because  Aborigines  are  always  on  the  move  in  search  of  the 
necessities  for  their  survival,  sandals  are  an  important  item 
of  clothing.   While  generally  few  articles  of  clothing  are 
worn,  sandals  are  necessary  to  protect  the  feet  from  sharp 
rocks  and  the  hot  sand.   The  sandals  are  made  of  bark  which 
is  soaked  to  make  it  pliable.   Strips  of  bark  are  laced  back 
and  forth  across  a  large  loop  of  bark  to  form  the  sole.   Two 
long  strands  are  left  in  the  loop  to  serve  as  laces.   An 
Aborgine  woman  can  make  a  new  pair  of  sandals  in  about  30 
minutes. 
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TASK-DESCRIPTION  CARD 


WATER  COLLECTING 

Throughout  the  great  Australian  desert  collecting  water  is  a 
never  ending  problem  for  Aborigine  tribes.   Under  the  baking 
sun,  water  holes  and  creek  beds  often  dry  up  completely, 
leaving  only  dry,  cracked  earth.   The  locations  of  water 
supplies  are  well  known  to  all  Aborigines.   However,  it  is 
the  women  with  their  large  wooden  carrying  bowls  who  have  the 
major  responsbil ity  for  collecting  water.   Once  the  water  is 
gathered,  a  ring  of  grass  is  placed  around  the  edge  of  the 
bowl  to  prevent  water  from  sloshing  over.   The  bowls  are  then 
carried  back  to  the  camp  on  the  heads  of  the  women. 


TASK-DESCRIPTION  CARD 


FIRE  MAKING 

Of  necessity,  all  men  and  women  learn  the  skill  of  fire 
making.   A  very  dry  stick  with  a  split  in  it  is  used  as  a 
base.   The  crack  is  filled  with  dry  grass  and  the  stick  is 
firmly  held  against  the  ground.   A  hard,  sharp  object  like  a 
woomera  is  then  rubbed  rapidly  across  the  stick  until  a  spark 
is  produced  and  the  grass  ignited.   This  process  is  much  more 
difficult  than  it  sounds.   It  requires  considerable  skill  and 
energy.   Therefore,  Aborigines  often  carry  fire  with  them  as 
they  move  from  place  to  place. 
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TASK-DESCRIPTION  CARD 


SHELTER  BUILDING 

Unlike  groups  which  are  "sedentary"  i.e.  live  in  one  perma- 
nent location,  the  "nomadic"  Aborigines  do  not  build 
elaborate  fixed  shelters.   With  the  help  of  all  family  and 
tribal  members  one  of  two  types  of  shelter  may  be  built. 
Windbreaks  or  blinds  made  of  brush  may  be  set  up  to  shelter  a 
camp  or  conceal  hunters  from  their  prey.   A  small  dome-shaped 
hut,  also  made  of  brush,  is  built  by  some  groups.   This 
shelter  is  called  a  "wurfey"  and  helps  keep  out  wind,  rain 
and  sun. 
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HANDOUT  2(b) 


WORKING  TOGETHER:  ALLOCATION  OF  TASKS 


TASK 


SEX     AGE 


SPECIALIZED  TRAINING 
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HANDOUT  2(c) 


WORKING  TOGETHER:  ALLOCATION  OF  TASKS 


TASK 


SEX     AGE 


SPECIALIZED  TRAINING 


7.2.22 


HANDOUT  2(d) 


WORKING  TOGETHER:  ALLOCATION  OF  TASKS 


TASK 


SEX     AGE 


SPECIALIZED  TRAINING 
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EVALUATION: 

1.  Have  students  define  and  provide  examples  of 
specialization  in  both  Aborigine  and  modern 
Canadian  societies. 

2.  Have  students  compare  and  contrast  forms  of 
specialization  used  in  Aborigine  and  modern 
Canadian  societies. 

3.  Have  students  discuss  advantages  and  disadvantages 
of  specialization  in  both  Aborigine  and  modern 
Canadian  societies. 

FOLLOW-UP  SUGGESTIONS: 


1.    Using  readings  on  the  nonindustrialized  societies 
under  study,  have  students  complete  a  chart  on  the 
allocation  of  occupations  for  each  society. 

Ask:   (a)   Which  method  of  allocation  appears  to  be 
the  most  dominant? 

(b)   Why  is  this  so? 


2.    Have  students  discuss  the  question:   Are  there 

tasks  in  our  society  which  should  be  allocated  on 
the  basis  of  - 

(a)  sex 

(b)  age 
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3.  Have  small  groups  of  students  prepare  a  list  of 
tasks  under  each  category  (sex  and  age)  and  select 
a  spokesman  to  present  and  defend  their  selections 
to  the  class. 

4.  Have  students  investigate  problems  encountered  by 
the  Aborigine  in  trying  to  adapt  to  the  modern 
industrial  society  of  Australia. 

5.  Have  students  discuss  problems  faced  by  Canadian 
Indians  who  have  been  brought  up  on  a  reservation, 
in  adapting  to  modern  Canadian  life. 

CROSS  REFERENCES: 

Grade  7  Topic  B:   Case  Studies  of  Nonindustrial  Societies 

BIBLIOGRAPHY: 

(see  Grade  7  Lesson  1) 


GRADE        EIGHT 


ACTIVITY  1 


ECONOMIC  DEVLOPMENT  OF  THE  THIRD  WORLD 


> 
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TITLE:  ECONOMIC  DEVELOPMENT  OF  THE  THIRD  WORLD* 

RECOMMENDED  USE:    Grade  Eight  Topic  C 

FOCUS  QUESTION:     Considering  typical  conditions  or  features 

of  economics  in  various  stages  of  develop- 
ment ,  how  can  economic  growth  best  be 
achieved? 

TIME  REQUIRED:      Two  or  three  class  periods 

CONCEPT:  Economic  growth 

RELATED  CONCEPTS:   Resource  allocation 

Evaluation  and  wealth  creation 
Comparative  economic  systems 
Productivity 

INSTRUCTIONAL  OBJECTIVES: 

Students  will: 

1.  Construct  graphs  showing  typical  changes  in  the 
structure  of  production,  the  composition  of  the 
labour  force,  and  the  rural-urban  distribution  of 
population  as  a  country's  economic  development 
proceeds.   The  graphs  will  also  indicate  variations 
in  these  factors  amongst  three  types  of  economies. 

2.  Interpret  the  graphs  and  develop  generalizations 
about  the  sequence  of  changes  that  tend  to  occur  in 
a  developing  economy. 

3.  Generalize  (hypothesize)  to  related  features,  such 
as  energy  production  and  trade,  that  accompany  the 
various  stages  of  economic  development. 


Adapted  from  Master  Curriculum  for  the  Nation's 
Schools,  Part  II,  Strategies  for  Teaching 
Economics : 

World  Studies  (Secondary).   New  York:   Joint 
Council  on  Economic  Education,  1980. 
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4.  Test  the  above  hypothesizing  or  speculation  with 
the  use  of  further  data  on  graphs  and  charts. 

5.  Form  conclusions  on  what  conditions  or  features 
either  determine  or  are  associated  with  economic 
development,  and  from  this  deduce  typical  problems 
of  underdevelopment  and  suggest  solutions  to  these 
problems  (requirements  for  economic  growth). 

RATIONALE: 

In  line  with  the  Grade  VIII  curriculum's  concern  with  condi- 
tions related  to  colonialism,  namely  contrasting  levels  of 
economic  growth,  and  underdevelopment  in  particular,  it 
becomes  essential  to  understand  just  what  constitutes 
economic  growth,  and  conversely  what  is  responsible  for  the 
lack  of  economic  growth  or  development. 

At  least  two-thirds  of  the  world's  population  currently  live 
in  economically  "less-developed"  countries.   Without  getting 
hung  up  on  the  pros  and  cons  of  economic  growth  per  se,  the 
obvious  existence  of  this  "gap"  as  well  as  the  increasing 
"revolution"  of  rising  expectations  seems  to  demand  some 
response. 

In  addition,  the  growing  economic  interdependence  of  the 
world,  and  humanitarian,  political,  and  military 
considerations  are  making  the  fate  of  these  countries  of 
increasingly  direct  concern  to  the  developed  countries.   As 
citizens  of  Canada  and  the  world,  students  should  be  aware  of 
conditions  in  these  "less  fortunate"  countries. 
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The  economic  growth  of  nations  is  associated  with  far- 
reaching  alterations  of  their  social  and  economic  structures 
closely  related  to  the  allocation  of  productive  resources. 
Although  the  pace  and  specific  characteristics  of  change  vary 
considerably  from  one  country  to  another,  on  the  whole  the 
changes  conform  to  certain  broad  patterns.   These  patterns 
provide  a  useful  framework  for  looking  at  economic  perfor- 
mance and  national  problems  -  and  imply  possible  solutions  - 
in  countries  that  are  in  the  process  of  "developing". 

MATERIALS: 

A  master  copy  of  handouts  8-1,  8-2,  8-3,  8-4  a,  b,  c  and 
8-5. 

(NOTE:   You  could  show  the  19  min  film,  Tilt ,  available  from 
the  N.F.B.   This  film  takes  a  light-hearted,  often  humorous, 
but  nonetheless  forceful  approach  to  underdevelopment 
problems  -  offering  possible  reasons  and  revealing  misguided 
solutions ) . 
PROCEDURE : 

1.  Provide  every  student  with  a  copy  of  Handout  8-1 

2.  Either  project  Handout  8-2  or  give  one  copy  to  each 
student . 

3.  Have  students  define  and  discuss  the  terms  in  the 
table. 

4.  Tell  students  to  plot  the  data  in  handout  8-2  on 
the  appropriate  block  charts  of  Handout  8-1,  using 
ordinary  lead  pencils  and  the  legends  shown  at  the 
top  of  Handout  8-1.   Make  sure  students  understand 
that  they  are  to  construct  bar  graphs  or  charts. 
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To  ensure  the  students  are  on  the  right  track  a 
hypothetical  version  of  Exhibit  A  could  be  shown, 
or  some  examples  from  textbooks  or  magazines  could 
be  displayed. 

5.  After  students  have  completed  the  charts,  project 
Exhibit  A.   Allow  time  for  students  to  correct 
their  own  charts  and  to  ask  questions. 

6.  Divide  the  class  into  discussion  teams.   Instruct 
the  teams  to  study  corrected  graphs  or  Exhibit  A 
and  develop  two  or  more  generalizations  from  the 
information  on  them.   These  generalizations  should 
include  comparisons  of  the  three  components  within 
each  country  (horizontal),  as  well  as  comparisons 
amongst  the  three  types  of  countries  with  respect 
to  the  three  components  (vertical).   The  latter 
type  of  generalizations  should  consider  both  the 
difffereces  at  one  point  in  time  and  the  different 
patterns  of  change  over  time.   As  a  possible  bonus, 
class  discussion  might  elicit  some  thoughts  about 
comparisons  not  shown  in  these  data,  for  example, 
ideas  about  differences  in  labor  skills  or  in 
natural  resources  (resource  allocation). 

Example  of  a  "horizontal"  generalization: 
Industrialized  countries'  patterns  indicate  a 
possible  relationship  between  a  high  proportion  of 
tertiary  (services)  production  and  labor  involve- 
ment and  a  high  degree  of  urbanization. 

Example  of  a  "vertical"  generalization:  structure 

of  production  indicates  a  declining  percentage  for 

agricultural  production  from  low  income  to  indus- 
trialized countries. 


8.1.5 


7.  After  allowing  sufficient  time  for  discussion,  have 
a  representative  from  each  group  write  its 
generalizations  on  the  chalkboard.   Attempt  to 
arrive  at  some  class  synthesis,  by  combining 
similar  statements  and  eliminating  erroneous  or 
irrelevant  statements. 

8.  Purpose  of  this  step:   to  expand  the  foregoing 
economic  categories  by  investigating  other  features 
of  both  production  and  consumption  that  invariably 
go  hand  in  hand  with  the  above  patterns,  and  by  so 
doing,  produce  a  more  valid  basis  for  identifying 
typical  problems  of,  and  posible  solutions  to, 
under-development .   This  step  might  be  considered  a 
supplemental  or  enrichment  activity  and  could  be 
omitted. 

Have  the  students,  working  individually,  hypo- 
thesize on  the  relative  amounts,  or  extent  of 
development,  of  the  following  items  or  features. 
They  need  not  attempt  to  speculate  on  actual 
amounts;   only  the  ranking  of  each  item  by  country 
type  (employing  the  same  three  income  categories). 

The  items  or  features,  which  could  be  hypothesized 
either  individually  or  in  groups,  include  the 
following : 


*(a)   Production  of:   energy 

meat 

nitrogenous  fertilizers 
crude  steel 
cement 

(b)   Consumption  of:  energy 

nitrogenous  fertilizers 

steel 

newsprint 
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(c)   Trade :  imports 

exports 

(c)   Transportation 
and 
Communication :   development  of 


Then,  have  the  students  investigate  the  charts  on 
Handout  8-4  to  evaluate  their  hypotheses.   (Restate 
if  necessary).   Do  the  generalizations  involve  any 
exceptions? 


9.    Then,  whether  step  8  has  been  carried  out  or  not, 
have  the  students  (individual  or  group)  in  a 
paragraph  or  two  suggest  some  typical  economic 
problems  facing  the  low-income  countries  - 
obstacles  to  economic  development. 

It  is  to  be  expected  that  few  students  will 
initially  go  beyond  the  stage  of  identifying  the 
more  obvious  problems:   namely,  over-concentration 
on  agricultural  activities  at  the  expense  of 
industrial  and  service  activities  (in  terms  of 
production,  composition  of  labor  force,  and 
population  distribution).   With  a  little  prompting 
the  students  may  perceive  the  meaning  of  this  in 
terms  of  productive-resource  allocation,  and  the 
resulting  impact  on  the  economy. 

The  process  would  go  something  like  this:   Emphasis 
on  agricultural  production  (likely  traditional  - 


Many  of  these  items  constitute  quite  valid  indices 
of  economic  growth;   also,  some  like  steel  and 
transportation  may  be  not  only  the  product  of 
economic  development,  but  instrumental  in  that 
development  (circular  causation). 
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subsistent)  would  involve  inputs  of  land  and 
(unskilled)  labor,  with  a  minimum  of  capital  and 
entrepreneurship.   As  a  result  production  (output) 
would  probably  not  advance  past  the  primary  (raw 
materials)  stage  to  secondary  (manufactured 
products)  and  tertiary  (services)  stages.   And  it 
is  a  well  known  fact  that  secondary  and  tertiary 
production  are  more  profitable  enterprises  than 
primary  production.   This,  of  course,  would  explain 
the  relatively  low-income  level  of  this  type  of 
economy.   In  turn,  a  lack  of  income  means  lower 
rates  of  consumption  and  saving,  and  little  saving 
means  little  investment  in  the  very  enterprises 
(industries  and  services)  that  are  necessary  to 
"get  the  ball  rolling".   Low  productivity,  in 
addition  to  preventing  internal  investment  and  the 
growth  of  buying  power,  doesn't  permit  a  surplus  of 
funds  or  products  for  trade  purposes,  which  in  turn 
further  retards  a  country's  relative  economic 
position.   So,  the  circle  continues. 

Even  if  the  student  has  not  touched  on  these  ideas, 
attaining  comprehension  with  the  help  of  a  simpli- 
fied model  should  not  be  difficult. 

10.   Finally,  in  another  paragraph  or  two  have  the 
students  offer  possible  solutions  to  those 
problems.   In  going  through  this  exercise  the 
students  will  at  least  touch  on  the  vast  and 
imposing  task  of  producing  alternatives  for 
development.   (A  good  understanding  of  problems 
should  immediately  suggest  solutions,  although 
implementation  is  not  simple  as  indicated  in 
Handout  8-5). 
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Optional  to  steps  9  and  10: 

A  more  advanced  class,  or  more  advanced  students 
within  a  class  could  go  through  a  more  structured 
activity  as  follows: 

(a)  List  the  major  economic  problems  of  developing 
countries 

(b)  Suggest  alternatives  for  solving  each  of  the 
problems  suggested 

(c)  Evaluate  these  alternatives  on  the  basis  of 
the  probable  consequences 

(d)  Assess  the  various  recommendations  in  terms  of 
their  appropriateness  for  each  category  of 
developing  country  (low  income,  middle  income, 
and  industrialized). 


(NOTE:   To  aid  the  students  in  both  the  problem  and 
solution  tasks,  Handout  8-5  could  be  provided. 
This  handout  might  be  made  available  prior  to, 
during  (following  attempt  to  utilize  numerical 
data) ,  or  following  (as  verification  or 
reinforcement)  the  problem  and  solution  exercises. 
Handout  8-5  might  also  simply  be  utilized  as  a 
teacher  resource  for  this  activity,  which  is  based 
on  fairly  complex  economic  principles). 

11.   Optional  (although  attractive  and  tangible  for 
grade  VIII  students): 

Purpose :   to  help  students  visualize  where  each 
type  of  economy  is  predominantly  located 

Materials :   unlabeled  maps  of  the  world  showing 
outlines  of  countries  (one  per  student);   students 
must  have  access  to  world  maps  that  indicate  the 
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location  of  the  178  countries  (or  geopraphic 
entities),  and  maps  or  charts  indicating  the  per 
capita  G.N. P.  of  each 

Procedure :   have  students  locate  and  label  each 
country,  indicate  the  per  capita  G.N. P.  and  color 
each  by  using  a  color  code  for  each  of  the  three 
major  income  groups. 

EVALUATION: 

Students  could  be  tested  via  an  objective  test  on  features, 
problems,  and  solutions  of  the  various  types  of  economies. 
In  addition  to  recall,  the  skills  of  comprehension,  interpre- 
tation, analysis,  classification,  synthesis,  and  evaluation, 
could  all  be  assessed.   As  well,  more  subjective  evaluation 
of  social  skills  involved  in  group  work  could  prove  useful. 

In  place  of  or  in  addition  to  the  above  evaluation,  students 
could  simply  complete  the  exercise  on  Handout  8-3. 


FOLLOW-UP: 

1.  There  is  virtually  no  limit  to  materials 
(literature)  encompassing  economic  indicators, 
problems  of  economic  growth  and  underdevelopment, 
and  alternative  methods  of  solving  these  problems. 
The  entire  area  is  ripe  for  research  and  discus- 
sion. 

2.  If  a  desire  exists  to  emphasize  the  problem  of 
disparity  (gap  between  rich  and  poor)  in  the  world, 
much  of  the  same  material  and  data  may  be  employed 
for  this  purpose.   For  example,  the  very  economic 
indicators,  used  in  the  foregoing  activities  to 
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identify  problem  areas,  could  simply  be  used  to 
illustrate  the  extent  of  the  gap.   As  well,  some 
excellent  simulation  games,  including  Baldicer  and 
Star  Power,  may  be  used  to  demonstrate  the  nature 
of  and  reasons  behind  the  disparities  in  the  world 
today. 

CROSS-REFERENCING : 

1.  Textbooks  (references  recommended  as  primary  by 
Department  of  Education).   Refer  to  current 
recommended  resources. 

2.  Kanata  kits  -  nonapplicable 

3.  Teaching  units  -  nonapplicable 

4.  Other  topics  within  the  Junior  High  curriculum: 
Grade  VII  -  Topic  A  and  Topic  B 

Grade  IX   -  Topic  A  and  Topic  C 
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Handout  8-5 


CHARACTERISTICS  OF  DEVELOPING  NATIONS* 


Poverty 

The  most  common  characteristic  of  the  develop- 
ing nations  is  the  grinding  poverty  of  the  great 
majority  of  their  people.  In  the  United  States,  annual 
per  capita  income  is  [in  1977  wasj . . .  about  $8,520. 
Most  of  Western  Europe  and  countries  like  Canada, 
. . .  Japan  and  Australia . . .  [had]  per  capita  incomes 
[of  $4,000  or  more].  Per  capita  income  of  Eastern 
Europe  and  the  Soviet  Union  . . .  [was]  estimated  at 
about  $3,125.  The  developing  nations,  with  about 
two  billion  of  the  world's  population,  have  an  an- 
nual per  capita  income  of  .  .  .  [about]  $500 — .  .  . 
[approximately  one-seventeenth]  of  that  of  the 
United  States 

Startling  as  such  figures  are,  they  are  mere  ap- 
proximations and  more  meaningful  to  economic 
theorists  than  to  the  human  beings  who  live  with 
them.  How,  for  example,  do  we  compare  the  value 
a  dollar  has  for  you  with  the  value  it  may  have  for  an 
Indonesian  peasant?  To  the  peasant,  it  may  mean 
the  difference  between  living  and  dying.  And  what 
does  $500  per  capita  income  mean  to  a  farmer  in  a 
country  where  almost  all  of  the  annual  S500  winds 
up  in  the  hands  of  wealthy  landowners?  (Re- 
member that  "per  capita"  is  an  average.) 

Overpopulation  and  Lack  of  Human  Capital 

Most  less  developed  countries  suffer  from  high 
rates  of  population  growth.  Even  though  they  may 
experience  some  increase  in  economic  growth,  the 
increase  in  population  cancels  out  its  benefits.  The 
economic  pie  becomes  larger,  but  not  large  enough 
to  satisfy  the  needs  of  the  growing  number  of  peo- 
ple who  must  share  in  it. 

.  .  .  [E]conomic  growth  itself  contributes  to 
overpopulation — svhich  in  turn  steals  away  its  bene- 
fits. Economic  growth  generally  means  better  living 
conditions  and  improved  health  care.  More  chil- 
dren survive  to  breed  more  children.  Death  rates  of 
adults  also  decline,  thus  adding  to  the  size  of  the 
population.  Birth  control  and  family  planning  .  .  . 
would  seem  to  be  imperative  to  solve  this  economic 
and  social  problem. . . . 

There  are  signs  that  the  population  growth  of 
many  less  developed  nations  has  begun  to  slow 
down,  and  this  is  encouraging  for  the  longer  run. 


However,  world  population,  which  totaled  about  4.3 
billion  in  1979,  is  nevertheless  expected  to  grow  to 
about  6  billion  by  the  year  2000 — an  annual  growth 
rate  of  about  1.7  percent,  which  would  result  in  an 
enormous  increase  of  about  40  percent  in  20  years, 
almost  all  of  it  in  the  less  developed  countries. 

Most  of  the  richest  countries  are  experiencing  a 
population  growth  of  1  percent  a  year  or  less.  At  a 
growth  rate  of  0.5  percent  a  year  it  takes  139  years 
for  the  population  to  double,  and  at  1  percent,  it 
takes  only  69  years.  But  observe  how  soon  doubling 
takes  place  at  annual  growth  rates  of  2.0  percent, 
2.5  percent,  and  3.0  percent,  rates  common  among 
the  poorer  countries:  the  doublings  take  only  35 
years,  28  years,  and  23  years,  respectively.  (In  1 979, 
the  U.S.  population  was  growing  at  0.6  percent,  a 
doubling  time  of  116  years.) 

In  addition  to  overpopulation,  however,  there  i.* 
the  problem  of  "population  quality."  (We  are  speak- 
ing here,  of  course,  of  the  "economic"  quality  of  a 
people,  not  of  its  human  and  cultural  quality.)  Most 
developing  nations  lack  or  are  meagerly  supplied 
with  human  capital.  Their  people  are  generally  with- 
out the  educational  advantages  necessary  to  de- 
velop skills  needed  for  a  viable  and  growing 
economy— especially  a  modern  industrial  econ- 
omy. Literacy,  without  which  very  little  human 
capital  can  be  developed,  is  itself  a  pressing  prob- 
lem in  many  developing  nations. . . . 


Lack  of  Capital 

A  third  characteristic  common  to  most  develop- 
ing nations  is  lack  of  capital  formation.  As  we  know, 
economic  growth  is  impossible  without  capita.' 
goods  such  as  factories  and  machinery.  As  we  also 
know,  the  funds  for  such  goods  come  from  invest- 
ment of  an  economy's  savings.  But  people  can  save 
only  if  they  have  more  than  enough  income  to  meet 
their  day-to-day  needs.  How  can  people  accumulate 
capital  for  investment  in  the  tools  of  economic 
growth  when  they  can  barely  meet  their  own  sub- 
sistence needs?  The  answer  is,  of  course,  that  they 
can't. 

It  is  true  that  a  few  developing  nations  have  littiti 
or  no  natural  resources  on  which  to  base  economic 


'  ffPmf""cipies  o/  economics,  by  Roger  Chisholm  and  Marilu  McCarty.  pp.  378-091 .  ©  1973  Scott.  Foresman  and  Company.  GJenview 
Illinois.  Reprinted  by  permission. 
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growth.  Most,  however,  do  have  such  resources — 
land  expanse  for  agriculture,  for  example,  or  timber 
lands  or  valuable  minerals.  The  problem,  however, 
is  that  often  these  resources  remain  untapped  or 
only  partially  tapped  because  of  lack  of  capital  for 
proper  exploitation. 

In  many  less  developed  nations,  population  is  so 
great  that  agriculture  cannot  possibly  provide  sav- 
ings for  investment  in  capital  goods.  Everything 
that  is  produced — food  and  timber  from  the  land, 
fish  from  the  streams — is  immediately  consumed 
just  to  keep  the  population  alive.  There  is  no  sur- 
plus production  to  save  for  investment  to  nonagri- 
cultural  goods. 

Some  developing  nations  have  natural  mineral 
resources  to  help  them  toward  economic  growth. 
But  there,  too,  lack  of  capital  goods  is  likely  to 
hinder  full  exploitation  of  the  resource  and  thus 
prevent  capital  formation. . . . 

The  Vicious  Circle  of  Underdevelopment 

Tne  economic  bind  in  which  developing  nations 
too  cften  find  themselves  may  be  thought  of  as  a 
kind  of  vicious  circle.  .  .  .  Start  where  you  will  in 
such  a  circle,  there  seems  to  be  no  way  out  of  it. 

For  example,  start  (withj ...  a  generally  undevel- 
oped economy.  Such  an  economy  probably  has  a 
population  whicn  has  few  job-market  skills.  This 
economically  backward  population  means  that  the 
economy  will  remain  less  developed.  This  con- 
stitutes a  circle  in  itself.  If  we  consider  rapid  popula- 
tion growth  which  increases  the  population,  we  see 
that  the  situation  gets  worse.  Underdevelopment 
makes  it  impossible  to  train  the  rapidly  increasing 
population An  economically  backward  popula- 
tion is  a  low-productivity  economy.  Low  produc- 
tivity leads  to  low  per  capita  income.  Low  per  capita 
income  means  that  it  is  difficult  to  buy  much  and 
essentially  impossible  to  save  anything.  Low  sav- 
ings rates  mean  that  little  or  nothing  is  available  for 
investment  in  capital  goods  or  in  human  capital. 
Lack  of  capital  returns  us  to  low  productivity  and 
low  productivity  is  assurance  of  an  underdeveloped 
economy.  We  are  back  where  we  started  from.  The 
vicious  circle  remains  unbroken. 


Barriers  to  Economic  Growth 

The  adverse  economic  conditions  of  most  of  the 
developing  nations  present  a  challenge  that  must 
be  met  if  a  stable  world  society  is  to  endure  and 
prosper.  Gloomy  as  the  situation  may  be.  despair  is 
not  the  answer.  . .  . 


What,  then,  can  be  done  to  solve  the  problems  of 
economic  growth  in  developing  countries?  Let  us 
take  a  closer  look  at  these  problems  and  examine  I 
some  of  the  ways  they  may  be  solved  or  alleviated. 
The  solutions,  as  we  shall  see,  must  come  from  two 
basic  sources:  through  internal  changes  in  the 
developing  nations  and  through  assistance  from 
nations  v/hose  economies  have  already  advanced.' 

Mention  of  outside  assistance,  which  we  will  dis- 
cuss in  detail  later  in  this  chapter,  brings  up  a  point 
that  should  be  noted  now.  It  is  true  that  the  devel- 
oped nations  have,  so  to  speak,  been  through  the 
mill  of  economic  growth.  They  have  faced  and 
solved  many  of  the  problems  now  facing  less  devel- 
oped countries.  But  this  is  not  to  say  that  all  the 
developing  nations  need  do  is  follow  the  leaders. 
Economic  and  social  conditions  have  changed  over 
history.  All  cultures  are  not  the  same.  Ail  nations  are 
not  born  equal.  For  advanced  nations  to  tell  poor 
nations  to  "do  as  we  did"  is  not  only  insufferably 
smug;  it  may  also  be  totally  impossible  for  the  poor 
nations. 

As  an  obvious  example,  we  may  take  the  case  of 
economic  growth  in  the  United  States.  It  developed 
from  a  position  of  great  land  expanse  and  bountiful 
natural  resources.  It  had  the  advantage  of  a  skilled 
native  labor  force  and  ready  access  to  the  skills  of  m 
millions  of  immigrants  when  they  were  needed  for  \ 
further  economic  expansion.  It  had  the  advantage 
of  a  culturally  mixed  population  not  bound  by  soc;al 
or  religious  taboos  against  certain  prerequisites 
of  economic  growth,  such  as  an  achievement- 
oriented  population  (which  produces  entrepre- 
neurs) and  labor  mobility.  Overpopulation  was 
never  a  problem.  And  it  had  the  advantage  of  a 
political  system  that  emphasized  individual  free- 
dom to  achieve  the  benefits  of  a  growing  economy. 
Other  now  industrialized  and  advanced  nations  had 
similar  if  not  identical  advantages.  No  developing 
nation  today  is  in  such  an  enviable  position. 

Population  Problems 

As  already  noted,  unchecked  population  growth 
is  a  powerful  deterrent  to  economic  growth.  For 
example,  even  though  India  doubled  its  agricultural 
output  between  1945  and  1975.  its  economic  gains 
from  this  advance  were  practically  wiped  out  by  a 
doubling  of  the  population  in  the  same  period.  We 
have  also  noted  that  economic  growth  itself  con- 
tributes to  population  growth. 


'Editor's  Note:  Use  of  italic  or  boldface  type  follows  original 
text  throughout. 
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Some  nations  have  made  a  direct  attack  on  the 
problem.  Family  planning  and  birth  control  infor- 
mation is  widely  disseminated.  Birth  rates  are  com- 
ing down  in  some  of  the  less  developed  nations.  But 
more  and  faster  progress  needs  to  be  made  and 
many  barriers  to  this  progress  remain.  For  example, 
low-literacy  levels  often  hinder  dissemination  of 
family-control  information  through  the  printed 
word.  Lack  of  trained  manpower  and  poor  transpor- 
tation facilities  may  obstruct  attempts  at  personal 
instruction.  Deliverance  of  chemical  and  medical 
means  of  contraception  may  be  hindered  by  lack  of 
adequate  funds.  In  addition,  a  people's  religious  or 
cultural  heritage  may  cause  resistance  to  contra- 
ceptive methods  and  techniques.  Even  economic 
considerations  may  enter  the  picture.  In  some 
underdeveloped  agricultural  countries,  children 
are  looked  upon  as  a  source  of  economic 
security — that  is,  a  source  of  unpaid  farm  labor  to 
provide  family  sustenance. 

Whatever  the  obstacles,  however,  it  is  clear  that 
the  less  developed  nations  must  continue  to  work 
toward  an  economically  acceptable  reduction  in 
population  growth.  Without  such  reductions  vigor- 
ous economic  growth  will  be  virtually  impossible. 
» 

Employment  and  Human  Resource  Problems 

Employment  problems  in  developing  nations  are 
often  of  a  different  nature  than  employment  prob- 
lems in  more  advanced  economies.  In  Western  na- 
tions, when  aggregate  demand  falls,  workers  are 
"laid  off"  and  remain  idle  until  demand  quickens.  In 
developing  countries,  however,  the  problem  is  not 
so  much  idle  labor  as  unproductive  labor.  Such 
economies  suffer  from  what  is  called  disguised 
unemployment.  Most  of  the  labor  force  may  be 
hard  at  work.  Workers  may  toil  more  and  much 
longer  than  in  Western  nations.  But  they  produce 
much  less  per  labor  unit.  Much  of  the  working  labor 
force  is  actually  "unemployed"  even  though  it  is  at 
work.  For  example,  while  the  labor  force  is  "work- 
ing." it  may  not  be  producing  much  or  much  of 
anything  which  the  market  values.  Thus,  while  en- 
ergy is  expended  by  the  workers  and  they  manage 
to  work  up  a  sweat,  they  might  as  well  be  idle  for  all 
the  good  that  their  effort  does. 

Most  of  the  labor  force  in  developing  nations  is 
engaged  in  production  that  is  labor  intensive;  that 
is.  in  production  that  relies  heavily  on  human  labor 
inputs  rather  than  on  the  labor-saving  devices  we 
call  capital  goods.  Agriculture,  for  example,  is  very 
labor  intensive,  especially  in  nations  lacking  mod- 
ern farm  equipment  and  farming  methods.  And  the 


economies  of  many  developing  nations  are  primar- 
ily agricultural.  .  .  .  (AJfter  a  certain  point,  adding 
more  labor  to  a  given  amount  of  land  results  in  less 
production  per  worker.  Unfortunately,  the  tradi- 
tions and  culture  of  many  underdeveloped  nations 
contribute  to  overemployment  (disguised  unem- 
ployment) in  agriculture.  In  many  societies,  if  a 
father  is  a  farmer,  it  is  almost  unthinkable  that  his 
sons  will  be  anything  other  than  farmers  also, .  . . 

Of  course,  lack  of  other  productive  work  also 
contributes  to  overemployment  in  agriculture. 
Many  developing  nations  have  little  or  no  other  in- 
dustry to  absorb  their  labor  force.  And  what  indus- 
try is  available  is  itself  likely  to  be  labor  intensive. 
.  .  .  Owners  of  industry  are  likely  to  substitute 
human  labor  for  investment  in  capital  goods  when 
labor  is  plentiful  and  cheap.  Quick  and  high  profits 
are  the  result — along  with  little  or  no  real  growth  in 
GNP. 

In  other  words,  even  though  labor-intensive 
Industries  may  provide  much  needed  employment 
in  overpopulated  countries,  such  industries  are 
necessarily  low  in  productivity.  More  and  better 
capital  goods  would  seem  to  be  called  for.  But  even 
here  caution  is  needed.  Sudden  influx  of  labor- 
saving  capital  goods,  though  good  in  the  long  run, 
may  result  in  immediate  and  severe  unemployment. 
India,  for  example,  could  obviously  use  more 
capital  goods.  But  many  of  India's  labor  unions 
have  fought  introduction  of  certain  labor-saving  in- 
dustrial improvements  on  the  grounds  that  they 
would  cause  unemployment  among  India's  vast  ur- 
ban population. 

There  is  a  further  dimension  to  the  problem  of 
employment  in  developing  nations.  As  noted  above, 
the  quality  of  the  labor  force  is  likely  to  be  poor 
because  of  lack  of  health  care  and  education.  There 
is  a  lack  of  people  with  entrepreneurial,  super- 
visory, and  other  skills  needed  in  a  modern  indus- 
trial economy.  The  general  shortage  of  people  with 
entrepreneurial  skills  is  particularly  troublesome. 
Unless  someone  is  willing  to  take  the  risks  involved 
in  investment,  there  will  be  no  capital  formation  and 
no  jobs  for  others.  Lack  of  entrepreneurship  hin- 
ders economic  growth. 

Many  less  developed  nations  have  attacked  this 
human  resource  problem  by  attempting  to  improve 
their  educational  and  health  facilities.  But  this  is 
difficult  to  do  when  so  much  of  the  economy's  out- 
put is  needed  for  immediate  life  subsistence.  Often. 
they  send  their  most  qualified  younger  citizens  to 
educational  facilities  in  industrialized  countries, 
such  as  Western   European  nations,  the  United 
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States,  and.  more  recently,  the  Soviet  Union.  Many 
such  students  have  returned  to  their  home  coun- 
tries v/ith  much  needed  skills. 

Careful  planning,  however,  is  needed  for  this  kind 
of  operation  to  attain  its  full  potential.  Some  devel- 
oping countries  find  that  they  now  have  too  many 
people  with  skills  too  advanced  for  the  actual  state 
of  the  economy.  They  may  have  electronic  experts, 
for  example,  but  no  computer  capacities  to  absorb 
their  expertise.  Or  highly  trained  surgeons,  with  no 
medical  facilities  adequate  to  their  skills.  In  addi- 
tion, there  is  the  so-called  brain  drain  problem:  A 
certain  number  of  the  best  qualified  students  will 
elect  to  remain  in  the  host  country,  because  the 
opportunities  for  personal  achievement  are  greater 
there  than  at  home.  Also,  some  countries  like  India 
and  the  Philippines  churn  out  college  graduates  in 
such  large  numbers  that  many  never  find  appro- 
priate jobs,  because  industries  and  technology 
have  not  grown  fast  enough  to  provide  jobs  for 
skilled  labor 

Natural  Resource  Problems 

Some  developing  countries  have  a  scarcity  of 
natural  resources  to  add  to  their  economic  difficul- 
ties. They  may,  for  example,  be  burdened  by  lack  of 
arable  land,  poor  climate,  lack  of  waterways,  and 
absence  of  mineral  wealth.  Little  can  be  done  to 
overcome  such  handicaps  except  to  see  that  what 
resources  the  nation  does  have  are  used  efficiently. 

Modern  technologies  suitable  to  nations  with 
abundant  resources  may  not  be  applicable  in  coun- 
tries with  less  natural  endowments.  Mining  tech- 
niques that  bring  quick  profits  but  are  wasteful  of 
the  commodity  being  mined  could  be  disastrous  to 
a  country  with  very  limited  mineral  resources. 
Drainage  and  irrigation  techniques  that  work  well  in 
moderate  climates  may  actually  deplete  agricul- 
tural resources  in  countries  subject  to  severe 
weather  extremes.  For  example,  during  years  of 
favorable  rainfall  the  people  of  the  Sahel — those 
countries  on  the  southern  border  of  the  Sahara  des- 
ert in  Africa — were  able  to  develop  lands  for  grazing 
and  farming  that  had  previously  been  too  dry  to  use. 
However,  when  the  rainfalls  were  very  slight  for  a 
few  years,  the  farming  and  grazing — now  essential 
to  the  lives  of  many— destroyed  land  and  turned  it 
into  desert  (the  Sahara  thus  expanded).  The  result 
was  starvation  for  hundreds  of  thousands.  .  .  . 

A  further  complication  arises  when  the  economy 
of  a  developing  nation  depends  primarily  on  a  sin- 
gle natural  resource,  or  even  on  relatively  few  re- 
sources. World  technological  changes  may  sud- 


denly lessen  or  even  wipe  out  the  values  of  su 
commodities.  Synthetic  fibers,  for  example,  have 
cut  drastically  into  the  market  for  hemp  products. 
The  development  of  synthetic  rubber  and  plastics 
has  severely  damaged  the  value  of  natural  rubber, 
which  is  grown  mostly  in  less  developed  nations.  I 


i 


i 


Technological  Problems 

As  we  know,  technological  advances  are  an  im- 
portant component  of  economic  growth.  As  a  gen- 
eral economic  rule,  progress  in  technology  occurs   I 
along  with  capital  investment,  which  is  needed  to   * 
develop  and  utilize  the  new  technology.  But,  as  we 
have  also  seen,  developing  countries  have  particu-   l 
lar  difficulties  in  raising  capital.  However,  the  pic-   f 
ture  is  not'all  dark.  Fortunately,  the  cost  of  research 
and  development  of  much  new  technology  has  al-    ■ 
ready  been  met  by  the  industrialized  nations.  It  is    i 
available  for  use  or  adaptation  by  developing  na- 
tions. ...  It  is  important  to  remember,  however,  that 
the  situation  may  call  for  adaptation  rather  than    | 
adoption.  Highly  efficient  methods  for  growing  cer-    ■ 
tain  grains,  for  example,  may  actually  be  counter- 
productive if  the  grain  does  not  answer  the  nutri^i 
tional  traditions  of  the  populace.  i  ^^ 

As  the  economy  of  a  developing  nation  grows, 
more  of  the  available  technologies  will  come  to  be 
used,  which  in  turn  will  foster  further  growth.  Such 
nations,  however,  are  forced  to  be  more  selective  in 
their  choices  of  technology  than  are  the  developed 
countries.  Technology  in  industrialized  nations 
tends  to  be  labor  saving  and  capital  consuming.  In 
developing  nations,  labor  is  plentiful  and  capital 
scarce.  Often,  developing  nations  must  be  content 
with  technology  that  increases  productivity  and  or- 
ganizational efficiency  but  may  add  little  to  existing 
capital  goods — new  complex  machinery,  for  exam- 
ple, or  new  factories.  Advances  in  technology  mean 
slow  and  steady  economic  progress  for  developing 
nations.  They  cannot,  overnight,  become  industri- 
alized giants  on  the  Western  model. 


Social  Capital  Problems 

. . .  What  is  social  capital?  It  is  thecommunication 
network  and  public  social  services  without  which 
modern  economies  cannot  function.  It  is  paved 
roads,  railways,  airways,  telephones,  post  offices, 
and  mail  services.  It  is  electric  generators  and  othe^ 
energy-producing  facilities.  It  is  schools,  hospitals. 
sewage  plants,  and  housing.  The  list  could  go  on 
and  on. 
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Developing  nations  are  likely  to  have  a  shortage 
of  social  capital — and  few  ways  to  obtain  it.  Yet, 
. . .  social  capital  is  essential  to  vigorous  economic 
growth.  The  problem  is  further  complicated  by  the 
fact  that  social  capital  is  seldom  immediately  pro- 
ductive. The  temptation  is  to  neglect  accumulation 
of  social  capital  in  favor  of  more  immediately  profit- 
able investment  in  capital  goods.  The  dilemma  is 
that  both  types  of  investment  are  needed  simul- 
taneously. 

Government  and  Economic  Growth 

The  role  of  government  in  developing  countries  is 
of  great  importance  to  their  economic  growth.  It  is 
historically  true  that  government  intervention  in  the 
economic  growth  of  most  Western  nations  started 
at  a  relatively  tow  level.  But,  .  .  .  intervention  has 
grown  with  economic  growth  itself.  And,  it  is  ob- 
vious that  government  intervention  in  the  economic 
life  of  developing  nations  is  today  at  least  as  preva- 
lent as  it  now  is  in  developed  nations — and  in  many 
underdeveloped  countries  much  more  so.  Leaving 
aside  the  pros  and  cons  of  such  intervention — its 
potential  for  loss  of  personal  freedoms,  for 
example-^-why  is  the  role  of  government  so  impor- 
tant to  the  growth  of  underdeveloped  nations?  The 
basic  answer  would  seem  to  be  that  there  is  no 
other  institution  present  to  do  the  job.  The  charac- 
teristics necessary  for  a  viable  market  system  to 
work  its  Western  economic  wonders  are  absent. 

For  example,  only  government  can  deal  with  the 
basic  problem  of  overpopulation  in  developing  na- 
tions. Only  government  can  launch  a  contraceptive 
campaign  massive  enough  to  have  any  real  effect. 
Government  is  [often]  the  only  institution  that .  .  . 
provide[s]  the  social  capital  necessary  for  eco- 
nomic expansion.  And  only  government  can 
impose  monetary  and  fiscal  policies  to  guide  the 
economy  tov/ard  a  pattern  of  economic  growth. 

It  is  imperative  then  that  the  government  of  a 
developing  nation  be  honest,  stable,  and  strong 
enough  to  fulfill  these  functions.  Unfortunately, 
some  developing  countries  lack  the  political  and 
social  traditions  necessary  to  this  kind  of  govern- 
ment. Others,  because  of  internal  and  external 
pressure,  find  such  a  government  difficult  to  main- 
tain. Such  problems  can  only  be  solved  with 
time — and  perhaps  by  humanity's  instinct  for  social 
as  well  as  self-preservation. 

Given  an  able  government,  what  can  the  leaders 
of  developing  nations  do  to  promote  economic 
growth?  In  some  situations,  government  may  only 
need   to   ensure   basic   conditions  conducive  to 


growth — social  stability,  for  example,  or  an  orderly 
business  climate.  In  other  cases,  more  positive  in- 
tervention is  needed. 

Government  may  engage  in  long-range  economic 
planning.  It  may  inaugurate  five-year  or  ten-year 
plans  to  coordinate  growth  to  the  benefit  of  all  sec- 
tors of  the  economy.  It  may  take  positive  steps  to 
deal  with  overpopulation,  train  its  citizens  in  indus- 
trial and  business  skills,  and  provide  necessary 
social  capital. 

Government  may  also  dictate  land  reforms  and 
other  economic  reformations  to  increase  savings 
for  investment  in  growth  capacity.  Proper  [and  re- 
form would  eliminate  the  holding  of  large  farms  by 
absentee  landlords  who  "rent"  parcels  of  land  to  a 
large  class  of  peasantry.  Such  reforms  could  make 
farmers  more  productive  and  hence  give  them  a 
potential  for  saving.  A  farmer,  or  anyone  else  for 
that  matter,  is  more  productive  and  works  harder 
when  working  for  himself  than  when  working  for 
others.  Tax  incentives  may  be  used  to  induce  the 
wealthy  to  invest  in  the  nation's  needed  capital 
goods.  The  power  of  taxation  may  also  be  used  to 
redistribute  the  nation's  wealth  more  equally  and 
toward  investment  in  the  nation's  general  welfare.  If 
the  nation's  level  of  sustenance  is  high  enough, 
government  may  tax  all  its  citizens  to' decrease  im- 
mediate consumption  in  favor  of  capital  invest- 
ment. 

Caution  is  in  order,  however.  Too  harsh  and  arbi- 
trary use  of  government  power  can  easily  become 
counterproductive.  An  overtaxed  citizenry  may  lose 
incentive  to  produce  or  to  sacrifice  for  the  common 
good.  Capital  may  flee  the  nation  for  more  permis- 
sive and  profitable  economic  climes.  To  avoid  such 
possibilities,  and  for  other  political  and  economic 
reasons,  some  developing  nations  resort  to  infla- 
tionary policies  to  enhance  growth.  They  simply 
print  more  money  to  pay  for  ongoing  needs.  This 
kind  of  "taxation"  falls  most  heavily  on  the  nation's 
already  poor  or  near-poor  and  will  ultimately  de- 
stroy economic  growth. 

In  addition,  the  governments  of  less  developed 
nations  must  be  careful  not  to  try  to  do  too  much. 
not  to  overregulate  the  economy.  Such  actions 
could  stifle  initiative  and  slow  growth. 

The  Problem  of  Capital  Accumulation  and  Investment 

Each  of  the  challenges  to  economic  growth  in 
developing  nations  that  we  have  enumerated  above 
is  related  in  one  way  or  another  to  perhaps  the  most 
important  challenge  of  all — the  problem  of  how  to 
accumulate  capital  for  investment  in  growth.  We 
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know  that  most  developing  nations  are  woefully 
weak  in  the  productive  facilities — factories,  heavy 
machinery,  and  so  on — necessary  for  economic 
growth.  And  we  have  seen  that  the  basic  poverty  of 
the  economy  and  its  people  is  the  root  of  the  prob- 
lem. An  economy  that  barely  provides  enough  for 
its  citizens'  sustenance  of  life  cannot  hope  to  accu- 
mulate savings  for  investment  in  capital  goods. 

The  situation  is  not  a  great  deal  better  for  devel- 
oping nations  with  somewhat  more  advanced  econ- 
omies. Although  some  domestic  saving  may  occur, 
it  is  likely  to  be  slight.  It  may  not  be  enough  to  give 
the  economy  the  kind  of  boost  it  needs  to  begin  and 
maintain  the  process  of  capital  accumulation.  In- 
vestment in  capital  goods  increases  production, 
which  in  turn  increases  capital  accumulation.  If 
original  investment  is  too  meager,  the  process  may 
never  really  be  set  in  motion.  The  economy  cannot 
break  out  of  the  vicious  circle  of  underdevelop- 
ment. 

A  shortage  of  savings  is  not  the  only  unfortunate 
characteristic  of  capital  accumulation  in  less  devel- 
oped countries.  The  investment  process  itself  has 
problems  peculiar  to  or  aggravated  by  social  and 
economic  conditions  in  many  such  countries. 

In  the  first  pla:e,  wealthy  citizens  of  developing 
nations  may  hesitate  or  refuse  to  invest  their  sav- 
ings in  domestic  capital  goods.  Wealthy  landlords, 
for  example,  may  prefer  to  spend  these  profits  on 
purchasing  more  land  or  on  grandiose  consump- 
tion. Or  savers  may  not  wish  to  risk  their  money  by 
investing  in  an  undeveloped  domestic  economy. 

What  profit  will  there  be,  for  example,  from  in- 
vesting in  a  shoe  factory  if  the  population  is  too 
poor  to  buy  shoes?  Lack  of  domestic  market  is  a 
disincentive  to  investment.  Or  why  should  people 
invest  in  a  steel  mill,  say,  in  a  country  with  no  rail- 
ways and  few  roads  to  bring  iron  ore  to  the  plant 
and  to  distribute  the  plant's  production,  or  where 
facilities  to  produce  the  plant's  raw  material  are 
poorly  developed?  Lack  of  social  capital  and  of 
complementary  industries  is  a  further  disincentive 
to  invest. 

Furthermore,  most  developing  nations  lack  edu- 
cated workers.  They  also  have  a  lack  of  managerial 
talent.  Under  these  circumstances,  success  of  a 
new  business  enterprise  may  be  a  risky  proposition. 
In  addition,  investors  in  the  domestic  industries  of 
less  developed  nations  may  face  crippling  competi- 
tion from  the  products  of  the  already  industrialized 
nations.  .  .  . 


Foreign  Investment  in  Developing  Nations       " 

Foreign  Private  Capital  Investments 

Historically,  foreign  private  investments  have 
been  important  sources  of  capital  for  developing 
nations.  Until  comparatively  recent  times,  such  aid 
was  more  often  than  not  primarily  for  exploitive 
rather  than  developmental  purposes.  Colonialism 
was  the  order  of  the  day;  the  bulk  of  the  underdevel- 
oped nation's  wealth  was  extracted  for  the  benefit 
of  foreign,  more  "advanced"  countries.  Today, 
such  blatant  economic  colonialism  is  almost  en- 
tirely a  thing  of  the  past.  Nationalism — a  sense  of 
country  and  culture — has  all  but  wiped  it  away. 

Private  foreign  capital  no  longer  "follows  the 
flag."  That  is,  it  is  for  the  most  part  truly  private. 
Investors  "who  risk  their  savings  in  foreign  lands  no 
longer  do  so  with  assurance  that  their  profits  are 
more  or  less  guaranteed  by  the  military  might  of 
their  industrialized  homeland.  It  is  worth  noting. 
however,  as  we  shall  see  below,  that  rumblings  of 
"economic  imperialism"  are  still  heard. . . . 

Private  capital  investments  from  foreign  sources 
may  t2ke  the  form  of  money  investment  in  an 
already  established  business  or  industry.  Or  the  A 
money  may  be  used  to  set  up  a  new  firm,  with  as 
much  managerial  responsibility  as  possible  being 
given  to  local  residents.  Sometimes,  capital  goods 
are  sent  directly  to  a  developing  nation,  along  with 
personnel  to  operate  machinery  and/or  to  train 
local  people  to  do  so. 

A  flow  of  private  foreign  capital  may  bring  impor- 
tant peripheral  benefits  to  less  developed  naticns. 
Most  such  nations  welcome  private  aid  and  are  will- 
ing to  do  all  that  they  can  to  encourage  its  con- 
tinued flow.  To  encourage  private  foreign  capital 
they  know  they  must  provide  social  capital  and  a 
stable  political  and  economic  climate.  A  stable 
economy  and  government  and  a  satisfied  citizenry 
mean  higher  productivity.  Domestic  economic 
growth  feeds  on  foreign  capital  and  engenders 
further  capital  flows  from  foreign  sources.  Growth 
feeds  on  growth  to  the  benefit  of  all. 

Foreign  private  capital  investment,  however,  is 
not  the  perfect  solution  to  the  problem  of  capita! 
accumulation  in  developing  nations.  Such  invest- 
ments also  bring  problems.  Although  political  colo- 
nialism is  more  or  less  dead  in  our  times,  various 
forms  of  economic  colonialism  are  still  a  possibility.  A 
Developing  nations  often  find  there  is  conflict  be-  • 
tween  their  own  national  interests  and  the  profit- 
motivated  interests  of  the  suppliers  of  capital.  . .  . 
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!n  most  cases,  however,  problems  arising  out  of 
foreign  capital  flows  are  more  subtle  and  complex. 
Even  when  the  developing  nation  and  the  foreign 
providers  of  capital  attempt  to  strike  a  balance  be- 
tween their  sometimes  conflicting  interests,  prob- 
lems may  still  occur.  Too  often  the  operation  and 
maintenance  of  capital  goods  bought  with  foreign 
capital  become  the  prerogative  of  foreign  mana- 
gers and  workers.  Local  labor  is  employed  only  for 
low-skill  and  dead-end  jobs.  Little  or  no  attempt 
may  be  made  to  train  and  educate  the  local  labor 
force  and  thus  contribute  to  long-term  economic 
growth  of  the  developing  country.  ... 

Problems  of  foreign  capital  investment  may  also 
arise  from  the  attitudes  and  actions  of  the  host 
country.  As  we  have  noted,  the  power  of  taxation 
may  be  used  to  increase  capital  accumulation  in 
underdeveloped  nations.  But  it  may  also  be  used  to 
discriminate  against  the  legitimate  profit  expecta- 
tions of  foreign  investors.  Host  countries  some- 
times erect  obstacles  to  the  interests  of  foreign  in- 
vestors in  the  form  of  regulations  that  inhibit  good 
business  practices  or  restrict  the  flow  of  profits 
earned  by  foreign  investments.  Some  developing 
nations  may  deliberately  lag  in  supplying  social 
capital  necessary  for  profitable  investment.  In  addi- 
tion, there  may  be  the  problem  of  official  graft  and 
corruption  to  add  to  the  difficulties  of  doing  busi- 
ness in  foreign  lands.  And,  of  course,  there  is  al- 
ways the  threat  that  the  host  nation  may  nationalize 
(take  over,  sometimes  with  little  or  no  recompense) 
the  property  of  foreign  investors. 

The  actual  barriers  to  foreign  investment  may  not 
be  as  high  as  business  thinks.  But,  if  investors  think 
there  will  be  problems,  the  barriers  may  be  "real" 
because  investment  will  be  reduced. 

Foreign  Government  Investment 

In  the  interest  of  v/orld  order  and  in  their  own 
self-interest,  foreign  governments  also  contribute 
to  the  social  and  economic  capital  accumulation  of 
the  developing  nations.  The  United  States,  for 
example,  gives  aid  in  the  form  of  low-cost  loans  and 
outright  grants  to  many  developing  nations.  Food  is 
sent  to  poorer  nations  in  on-going  programs  and  in 
particular  emergencies.  Loans  for  capital  improve- 
ments and  technical  assistance  are  mad?  through 
our  Agency  for  International  Develops. ant  (AIO). 
These  are  very  long-range  low-cost  loans.  In  point 
of  fact,  the  loans  are  often  more  like  grants  than 
loans.  The  receiving  nation  is  seldom  pressed  for 
repayment,  and  sometimes  the  loan  is  repaid  in  the 
overvalued  currency  of  the  developing  country. 


As  with  private  foreign  capital,  the  contribution  of 
foreign  governments  to  capital  accumulation  pre- 
sents problems  for  the  developing  nation.  First,  of 
course,  there  is  the  danger  of  political  or  military 
domination  by  the  donor  nation.  In  addition,  foreign 
capital  may  be  used  unwisely  and  thus  not  con- 
tribute to  domestic  savings  necessary  for  growth. 
Or  it  may  be  wasted  on  grandiose  projects — 
monumental  government  buildings,  for  example 
— that  contribute  little  to  economic  expansion!  All 
too  often  developing  nations  devote  too  much  of 
foreign  aid  to  building  up  military  forces.  Finally, 
the  developing  nation  may  find  itself  so  debt  ridden 
that  its  dream  of  economic  growth  is  shattered  in 
the  cold  dawn  of  near  or  actual  bankruptcy. 

In  addition  to  acting  as  suppliers  of  capital  for 
developing  nations,  foreign  governments  play  a 
vital  role  in  an  important  aspect  of  their  economic 
growth  we  have  only  touched  upon.  .  . — foreign 
trade,  as  it  relates  to  the  economic  well-being  of 
developing  nations  (and  of  all  nations).  .  .  . 

Most  foreign  aid,  however,  is  administered  on  a 
more  business-like  and  international  basis.  For 
example,  the  International  Bank  tor  Reconstruction 
and  Development  was  formed  in  1944  at  a  confer- 
ence of  world  leaders.  Commonly  cajled  the  World 
Bank,  it  operates  in  a  manner  similar  to  commercial 
banks  but  for  the  express  purpose  of  lending 
capital  to  underdeveloped  nations  to  stimulate  eco- 
nomic growth.  The  five  largest  contributors  of 
funds,  or  shareholders  in  the  bank,  are  the  United 
States,  Great  Britain,  France,  West  Germany,  and 
.  .  .  [Japan].  Other  shareholders  represent  various 
blocks  of  nations  throughout  the  world.  Because  of 
sound  management  and  its  large  initial  funding,  the 
bank  is  able  to  borrow  funds  from  world  money 
markets.  ...  It  passes  these  funds  along  to  needy 
nations  at  a  lower  rate  than  they  could  likely  receive 
elsewhere  or  if  they  tried  to  borrow  directly  from  the 
money  markets. 

The  World  Bank  also  operates  the  International 
Development  Agency  (IDA).  IDA  loans  are  made  to 
needy  countries  that  have  little  or  no  short-range 
means  of  repayment.  The  loans  extend  for  40  years, 
with  no  repayment  necessary  at  all  for  the  first  10 
years.  There  is  a  nominal  service  charge  for  the 
loan,  but  no  interest  charge.  The  World  Bank, 
through  its  affiliate.  International  Finance  Corpora- 
tion (IFC),  also  makes  loans  to  private  industries 
within  developing  nations  for  expansion  beneficial 
to  the  economic  growth  of  the  nation. 

World  Bank  loans  are  used  for  building  social 
capital  in  the  developing  nation — for  education. 
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health  services,  roads,  airfields,  energy  generators, 
and  so  on.  Or,  among  many  other  purposes,  they 
may  be  used  for  induairial  development,  especially 
in  mining,  iron,  and  steel  manufacture.  Or  for  flood 
control  and  irrigation  projects  to  assist  agricultural 
production. 

However,  there  are  problems  with  such  loan  poli- 
cies. The  World  Bank  has  noted  that  even  though 
the  growth  capacity  has  increased  in  those  coun- 
tries where  loans  are  made,  the  very  poor  often  are 
not  really  being  helped.  The  increased  wealth  is  not 


spread  evenly;  because  of  power  and  ownership, 
the  upper  classes  (even  in  socialist-oriented  devel- 
oping countries)  manage  to  net  nearly  all  of  the 
gains.  So  in  1977,  World  Bank  President  Robert  Mc- 
Namara  announced  a  shift  in  direction.  The  Bank 
would  start  instituting  a  basic-needs  policy  with 
loans  partially  contingent  on  the  loans  being  used 
for  projects  that  redistribute  wealth  to  those  suffer- 
ing abject  poverty.  More  loans  would  be  made  for 
projects  that  improved  the  health,  food,  housing, 
and  education  of  the  poor. 
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Country 

Imp 

orts 

Exp 

orts 

1975 

1978 

1975 

1978 

Low  Income: 

Zaire 

927 

589 

865 

925 

Kenya 

980 

1,709 

643 

1,022 

Middle  Income: 

Brazil 

12,210 

14,538 

8,670 

12,527 

Czechoslovakia 

3,883 

4,687 

3,677 

4,456 

Industrialized : 

Japan 

57,881 

78,731 

55,844 

97,501 

United  States 

102,984 

182,787 

106,157 

141,154 
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Country 

Rail  Road 
freight 
carried 

(ton-km) 

Motor  Veh 
in  use  (100 

Passenger 
cars 

icles 
units) 

Commercial 

Telephones 
(no.  in  use  per 
100  persons) 

Low  Income: 

Zaire 

2,203 

84.8 

76.4 

0.2 

Kenya 

n.d. 

114.1 

83.9 

1.0 

Middle  Income: 

Brazil 

60,721 

5,916.3 

1,397.2 

4.1 

Czechoslovakia 

71,550 

1,827.7 

289.8 

19.0 

Industrialized : 

Japan 

41,317 

17,236.0 

10,315.0 

42.4 

United  States 

1,206,366 

112,300.0 

30,100.0 

74.4 

Source:   1978  Stat 

istical  Year 

book 
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Structure  of  Production 
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Exhibit  A 


Patterns  of  Economic  Development 
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1.  2.5 


Handout  8-2. 


PATTERNS  OF  ECONOMIC  DEVELOPMENT 


Procedure:  After  receiving  instructions  and  advice  from  your  teacher,  complete  Handout  &-1,  using  the  data 
shown  below. 


Structure  of  Production 
(percent  of  total) 


Agriculture 
1960     1977 


Industry 
1960     1977 


Services 
1960    1977 


Low  income  countries 
Middle  income  countries 
Industrialized  countries 


50        37 

22         15 

6  4 


17 
32 

40 


25 

36 
37 


33 

46 

54 


38 
49 
59 


Composition  of  the  Labor  Force 
(percent  of  total) 


Agriculture 
1960     1977 


Industry 
1960    1977 


Services 
1950     1977 


Low  income  countries 
Middle  income  countries 
Industrialized  countries 


77        73 

59        46 
17  7 


9         11 
17        22 

38        38 


14 
24 
45 


16 
32 

55 


Distribution  of 

Population 

(percent  of  total) 


Rural 
1960     1975 


Urban 
1960     1973 


Low  income  countries 
Middle  income  countries 
Industrialized  countries 


85 
63 
33 


81 
53 
26 


15 
37 
67 


19 
47 
74 


SOURCE:  World  Bank.  World  Development  Report,  (1970). 


8.1.26 


Handout  2-3 


c» 


Procedure:  Below  are  data  on  two  developing  economies.  Study  the  data  carefully.  Then  write  a  brief  pap^ 
describing  ways  in  which  developments  in  these  countries  are  similar  to  or  different  from  thfl 
pattern  of  growth  generally  followed  as  developing  economies  become  more  industrialize*^. 
NOTE:  Libya  became  an  important  producer  of  oil  after  1960. 


Structure  of  Production 
(percent  of  totai) 

Agriculture 
1960    1977 

Industry 
1960    1977 

Services 
1960    1977 

Brazil 
Libya 

16        12 
14          3 

35   .     37 
9        71 

49        51 
77        26 

Composition  of  the  Labor  Force 
(percent  of  total) 

Agriculture 
1960    1977 

Industry 
1950    1977 

Services 
1950     1977 

Brazil 
Libya 

52  42 

53  22 

15  20 

16  27 

33        38 
31         51 

DistribuL  of  Population 
(percent  of  total) 

Rural 

1960    1975 

Urban 
1960    1975 

Brazil 
Libya 

54        39 
77        56 

46        61 

23        44 

I 
I 

I 

I 

I 

I 


SOURCE.  World  Bank.  World  /Development  Report  (1979). 


ACTIVITY  2 


CAPITAL  INVESTMENT 


I 


r" 


8.2.1 


TITLE: 

RECOMMENDED  USE: 
FOCUS  QUESTION: 

TIME  REQUIRED: 
CONCEPTS : 
RELATED  CONCEPTS 


CAPITAL  INVESTMENT* 

Grade  VIII,  Topic  C: 

How  necessary  is  investment  in  new  capital 
goods  to  the  process  of  economic  growth? 

One  to  two  class  periods 

Factor  of  production  -  capital 

Economic  growth 

Resource  allocation 

Evaluation  and  wealth  creation 

Saving 

Investment 

Productivity 


INSTRUCTIONAL  OBJECTIVES 


Students  will 


become  familiar  with  the  concept  of  capital  goods; 

come  to  appreciate  how  capital  goods  can  be  instru- 
mental in  promoting  economic  growth; 

with  the  use  of  concrete  examples,  be  able  to  list 
both  advantages  and  disadvantages  of  the  use  of 
capital  goods  at  the  personal  level; 

become  involved  in  decision-making  involving  the 
use  of  capital  goods  in  hypothetical  situations; 

be  able  to  apply  the  above  lessons  to  the  interna- 
tional scene,  in  order  to  state  implications  for 
some  of  the  problems  of  under  developed  countries 
in  achieving  economic  growth. 


Adapted  from  A  Guide  to  Trade-Offs.   Agency  for 
Instructional  Television,  1978. 


8.2.2 

RATIONALE: 

Economic  growth,  which  is  to  say  increased  per  capita 
production  of  goods  and  services,  is  by  definition  the  only 
way  to  raise  the  material  standard  of  living  in  the  world's 
underdeveloped  countries.   Even  people  who  argue  against 
further  growth  in  the  developed  countries,  to  protect  the 
environment  and  exhaustible  resources,  usually  accept  the 
need  for  growth  in  the  underdeveloped  parts  of  the  world. 

Economic  growth  comes  from  increases  in  the  quantity  of,  and 
improvements  in  the  quality  of  labor,  land,  capital  and 
entrepreneurship,  and  improvements  in  the  ways  in  which  they 
are  used.  This  activity  focuses  on  the  accumulation  of 
capital  -  meaning  buildings,  tools,  machines,  roads,  and  all 
man-made  instruments  of  production  -  as  one  important  source 
of  growth. 

Capital  can  increase  per  capita  production  in  many  ways. 
School  and  hospital  buildings  contribute  to  the  skill  and 
efficiency  of  labor.   Roads  and  bridges  contribute  to 
specialization  and  exchange.   Machines  used  directly  in 
production  may  increase  the  speed  of  the  process  and  perhaps 
the  quality  of  the  product.   And  so  on. 

It  is  a  safe  rule  of  thumb  to  assert  that  the  more  capital 
used  by  a  worker  on  the  job,  the  more  productive  his  or  her 
labor  will  be.   With  greater  mechanical  and  other  specialized 
assistance  the  individual  generally  expends  less  physical 
energy.   He  or  she  works  more  effectively,  uniformly,  and 
often,  more  safely.   In  some  occupations,  relative  freedom 
from  physical  strain  enables  the  worker  to  devote  more  mental 
energy  to  the  work,  and  productivity  gains  are  won  through 
inventiveness. 


8.2.3 


Investments  in  capital  goods  may  go  in  many  different 
directions;  the  choice  among,  say,  schools,  railroads, 
houses,  heavy  equipment,  and  light  tools  is  difficult  but  it 
is  important  to  choose  the  most  productive  options.   Wise 
choice  would  suit  the  form  of  the  capital  to  the  skills  and 
numbers  of  the  workers  involved,  to  the  potential  of  the 
natural  resources  available,  and  to  other  such 
considerations . 

Capital-goods  investment  can  have  advantages  and  disadvan- 
tages at  both  the  national  and  individual  levels.   Trade-offs 
include  determining  advantages  of  capital  investment  over 
loss  of  potential  investment  in  other  factors  of  production, 
particularly  labor  (opportunity  costs).   Capital  investment 
might  mean  inappropriate  use  of  the  labor  supply  or  even 
unemployment.   And  there  is  another  consideration:   for  a 
nation,  as  for  a  household,  investment  in  new  capital  may  be 
financed  either  by  domestic  savings  or  by  borrowing  from 
outsiders.   Borrowing  from  outsiders  carries  the  cost  of 
future  payments  of  interest  and  principal.   The  use  of 
domestic  savings  carries  the  cost  of  lost  interest  on  those 
savings,  as  well  as  the  opportunity  cost  of  sacrificing 
current  consumption. 

This  student  activity  will  involve  a  case  study  from  the 
individual  level,  along  with  a  simulated  investment  decision, 
with  the  aim  of  making  the  concept  of  capital  more  personal 
and  comprehensible  for  the  student.   The  activity  will  also 
call  for  an  attempt  to  make  a  transfer  to  the  national  and 
international  scene. 


8.2.4 


MATERIALS 


Masters  for  handouts  8-1 ,  8-2  and  8-3 


PROCEDURE 


1. 


Introduction 


Explain  to  the  students  that  this  program  is  about 
increasing  productivity  and  promoting  general 
economic  growth  by  investing  in  buildings,  tools 
and  machines  used  in  production  -  namely  capital 
goods. 

From  the  following  list,  two  or  three  examples  of 
capital  goods  could  be  provided  for  the  students: 


(a 
(b 
(c 
(d 
(e 
(f 
(g 
(h 


a  dentist's  office  and  equipment 

a  carpenter's  tools 

a  printing  press  at  a  newspaper  business 

a  cash  register  in  a  fast-food  restaurant 

a  blast  furnace  in  a  steel  mill 

a  golf  club  when  used  by  a  pro  golfer 

a  highway  bridge 

a  school  building 


Now,  having  the  class  working  in  groups  of  four  or 
five,  have  them  compile  a  list  of  as  many  capital 
goods  as  they  can  think  up  in  five  or  six  minutes. 
Then,  having  a  spokesperson  reporting  from  each 
group,  make  a  list  on  the  board.   Have  the  students 
evaluate  them  as  they're  recorded  making  sure  they 
meet  the  criteria  of  "aids  in  production"  involving 
either  buildings,  tools,  machines,  or  other 
productive  equipment. 


8.2.5 

2.    Case  Study 

Provide  the  students  with  the  following  scenario 
either  via  overhead  transparency  or  printout: 

At  the  age  of  13  or  14  Bill  and  Tom  each  spent 
their  summers  cutting  lawns  in  their  neighbourhood. 
For  the  first  summer  each  boy  borrowed  his  family's 
hand  lawn  mower.   They  both  made  some  good  pocket 
money  in  that  time.   Bill  spent  his  money  on 
entertainment,  candy  and  some  things  he  had  always 
wanted.   Tom  bought  a  few  things,  but  decided  at 
the  outset  to  save  two-thirds  of  what  he  made. 

After  two  years,  Bill  had  enjoyed  a  lot  of  fun  and 
had  accumulated  a  lot  of  consumer  goods.   Tom  had 
enjoyed  less  fun  and  had  fewer  goods  but  was  able 
to  buy  a  good  power  mower.   Tom  was  now  cutting 
twice  as  many  lawns  as  Bill  in  about  half  the  time. 
With  his  increased  income  and  by  keeping  the  same 
idea  of  spending  only  one-third  of  his  earnings, 
after  another  summer  he  was  able  to  buy  a  large 
sit-on  mower.   At  this  point  he  was  cutting  four 
times  as  many  lawns  in  half  the  amount  of  time  that 
it  was  taking  Bill  to  mow  his  lawns. 

At  the  time  Tom  graduated  from  high  school  he  had 
saved  sufficient  earnings,  that,  along  with  a  bank 
loan,  he  was  able  to  place  a  down  payment  on  a  lawn 
mower  sales  and  repair  shop.   Within  a  few  years  he 
had  a  thriving  business  employing  three  other 
people.   Bill  was  able  to  locate  only  a  relatively 
low-paying  job  with  the  local  town,  and  now  envies 
his  former  friend. 


8.2.6 

The  students  could  then  orally  be  asked  the  follow- 
ing questions: 

(a)  What  seemed  to  be  the  main  reason (s)  for  Tom's 
success? 

(Any  of  the  following:   saving  money; 
investing  money;   buying  larger  machinery; 
investing  in  more  efficient,  productive  or 
labor-saving  devices.) 

(b)  Do  the  reasons  given  above  have  any  relation 
to  the  idea  of  capital  goods  defined  earlier? 

(c)  Does  this  suggest  any  possible  advantage  or 
benefit  to  making  use  of  capital  goods? 

Now,  to  focus  on  some  advantages  and  disadvan- 
tages of  capital  investment,  have  the 
students,  again  working  in  groups,  brainstorm 
for  possible  answers  to  these  questions: 

(i)     What  things  would  Tom  have  had  to  con- 
sider before  deciding  to  invest  in  his 
sales  and  repair  shop?   (how  much 
investment  in  the  building  and  the 
necessary  machinery  would  increase  his 
business;  loss  of  interest  on  money  he 
could  put  into  savings;  loss  of 
opportunity  to  use  his  savings  for 
other  things;  interest  on  the  loan  that 
would  have  to  be  repaid,  and  things  he 
would  have  to  forego  while  repaying  the 
loan.   It  should  be  noted  that  for 


8.2.7 

counting  the  cost  of  a  particular 
decision  only  the  best  alternative 
should  be  considered;  it  is  an 
either/or  situation,  not  a  cumulative 
one. ) 

(ii)    Let's  suppose  that  after  many  years  of 
considerable  success  Tom  has  moved  into 
the  autobody  business  as  well  and  is 
considering  purchase  of  a  new  frame- 
alignment  machine  that,  though  very 
expensive,  would  prove  much  more 
efficient  in  repair  work. 

Considering  your  answer  in  number  one 
above,  list  all  the  advantages  and 
disadvantages  of  making  this  move  that 
your  group  can  think  of.   [Note:   You 
may  consider  any  person(s)  directly  or 
indirectly  influenced  by  Tom's 
enterprise. ] 
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Advantages : 

Increased  productivity; 
the  possibility  of  new 
business  and  increased 
income,  which  can  be  used 
hire  new  people  to  handle 
the  increased  business;  to 
train  employees  to  use  the 
new  machine;  to  increase 
wages  of  workers  and  to 
increase  Tom's  profit  by 
more  than  enough  to  repay 
the  loan  and  interest.) 


Disadvantages: 

Risk  -  will  the  investment 
create  more  business  and 
more  income?   Changes  some 
to     workers  may  have  to  make  - 
sometimes  workers  are 
displaced  by  machines, 
losing  their  jobs  as  a 
result.   Sometimes  they  must 
retrain.   Investing  requires 
use  of  savings  and/or  a 
loan.   If  savings  are  used, 
interest  on  savings  and 
opportunity  to  use  the 
savings  for  other  purposes 
are  lost.   If  a  loan  is 
used,  principal  and  interest 
must  be  repaid. 


(iii)   Considering  these  pros  and  cons  what  do 
you  think  Tom  should  do? 

(To  facilitate  responses  here  the 
following  chart  could  be  duplicated  for 
student  use  as  a  decision-making  grid. 
Students  should  be  reminded  that  not 
all  criteria  will  be  of  equal 
importance  or  value  to  people.) 


CRITERIA 

Alternatives 

Chance  for 
more  income 

Use  of 
savings 

Interest 
Cost 

Creation 
of  New 
Jobs 

Adjustment 
workers  may 
have  to  make 

Invest  in 
new  machine 

+ 

- 

- 

+ 

- 

Don't  invest 
in  new  machine 

- 

+ 

+ 

- 

+ 
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At  this  point  group  and  class  decisions 
could  be  discussed  (have  implications 
for  values,  priorities  and  lifestyles 
common  within,  and  amongst,  various 
societies) . 

To  help  the  students  to  transfer  the  ideas  in 
this  activity  to  a  world  scale,  the  following 
questions  could  be  raised: 

(i)    What  ideas  regarding  capital  investment 
can  be  applied  to  the  actual  situation 
of  an  underdeveloped  country? 
(increased  productivity,  necessity  of 
saving,  opportunity  costs,  trade-offs, 
etc. ) 

(ii)    Do  you  see  any  differences  between  the 
situation  in  the  foregoing  story  and 
the  situation  facing  the  underdeveloped 
world? 


[The  main  difference  is  that  Tom  was 
able  to  save  two-thirds  of  his  income, 
an  impossible  rate  of  saving  for  any 
country,  let  alone  a  poor  one.   A  more 
subtle  difference  is  that  Tom  went 
wholeheartedly  for  "export-based" 
developments;  underdeveloped  countries 
often  seek  greater  self-sufficiency. 

Another  distinction  is  that  in 
underdeveloped  countries  poverty  and 
population  increase  prevent  the 
saving  necessary  for  capital 
investment.   Many  poor  countries  have 
an  agricultural  -  subsistent  economy, 
in  which  a  "hand  to  mouth"  existence 
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entails  immediate  consumption  to  meet 
day-to-day  needs,  with  no  surplus  for 
investment  in  capital  goods  to  "get  the 
ball  rolling".   Another  problem 
produced  by  poverty  is  the  absence  of  a 
domestic  market  for  any  increase  in 
productivity.   This  reduces  any 
incentive  that  may  be  present. 

Also,  profitable  capital  investment 
demands  managerial  talent,  technolog- 
ical skills,  a  willingness  to  take 
risks,  and  access  to  markets,  all  of 
which  are  in  short  supply  in  the  under- 
developed country.   Then,  there  may  be 
social  barriers  to  capital  investment 
related  to  tradition  and  inertia.   For 
example,  a  wealthy  landlord  may  prefer 
to  spend  profits  on  purchasing  more 
land  or  increasing  his  own  consumption. 

So,  the  question  arises:   Is  there  any 
alternative?   The  immediate  answer: 
foreign  investment  by  the  wealthier 
countries.   But  again  problems  are 
encountered,  e.g.,  the  risk  arising 
from  economic  and  even  political 
complications.   From  the  recipient 
country's  point  of  view,  examples 
include,  the  question  of  motives  of  the 
investor  versus  needs  of  the  economy 
and  the  problem  of  inappropriate 
technology  and  capital  goods.   Factors 
discouraging  the  foreign  investor  would 
involve  things  like  internal  corruption 
the  threat  of  nationalization,  and  the 
lack  of  complementary  industries  (e.g. 
no  transportation  facilities).   (Refer 
to  handout  8-5  in  Economic  Development, 
the  Grade  VIII  activity  for  background 
and  elaboration)]. 


NOTE:  All  of  these  factors  indicate  the 
complexity  of  investing  in  capital 
goods  in  the  "real  world" ,  as  opposed 
to  the  case-study  scenario  -  but  this 
fact  does  not  reduce  the  value  of 
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beginning  with  an  easily  understood, 
personal  experience. 

(iii)   Decision-making  (Optional  Activity) 

As  a  final  exercise,  to  simulate  an 
actual  investment  decision  to  determine 
more  precisely  just  what  capital 
investment  can  accomplish  in  productiv- 
ity have  the  students  work  out  the 
following  problems  as  individual  seat 
work: 

Have  your  class  pretend  that  a  student 
is  hired  as  needed  at  $5  per  hour  by  an 
accounting  firm  to  solve  multiplication 
problems.   Write  a  number  of  two  or 
three  digit  multiplication  problems  on 
the  board  and  ask  each  member  of  the 
class  to  solve  each  problem.   Time  the 
students  and  record  the  average  time  it 
takes  a  student  to  solve  the  problems. 
Give  one  or  more  students  calculating 
machines  and  have  them  work  the  same 
problem.   Record  the  average  time  it 
takes  one  student  with  a  calculator  to 
solve  one  problem. 


(1)   If  the  firm  expects  to  solve  1000 
problems  in  one  year,  how  much 
will  it  cost  them  if  they  pay  a 
student  to  solve  them  by  hand? 
(The  number  of  problems  -  1000  - 
times  the  time  in  hours  it  takes 
to  do  one  problem  by  hand ,  times 
the  $5  the  student  earns  per 
hour) . 
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(2)  How  much  will  it  cost  the  firm  to 
solve  1000  problems  if  the  student 
has  a  calculator?   (The  number  of 
problems  -  1000  -  times  the  time 
in  hours  it  takes  to  do  one  prob- 
lem with  a  calculator,  times  the 
$5  the  student  earns  per  hour). 

(3)  Would  the  firm  regain  its  invest- 
ment in  one  year  if  it  spent  $10 
to  buy  a  calculator  for  the 
student  to  use?   (If  the  $10  had 
been  invested  at  12%,  the  differ- 
ence between  the  cost  of  the  1000 
problems  without  the  calculator 
would  have  to  be  at  least  $11.20, 
for  that  is  the  amount  required  to 
cover  the  cost  of  the  machine  and 
the  lost  interest). 

(4)  How  would  the  firm's  investing  in 
the  calculator  affect  the  student? 
(The  firm  would  need  him  for  fewer 
hours  and  his  income  would  drop. 
If  several  students  had  been 
working  for  the  firm  some  might 
have  to  change  jobs  or  be  without 
work.   It  is  possible,  however, 
that  with  faster  calculations  and 
the  possible  lower  prices  to 
customers  that  might  result,  the 
firm  might  be  able  to  attract  more 
business  to  keep  the  students 
working) . 


EVALUATION: 

An  oral  or  written  objective  test  to  determine: 

1.  understanding  of  the  concept,  capital  goods. 

2.  ability  to  identify  advantages  and  disadvantages  of 

the  use  of  capital  goods  at: 

(a)  the  personal  level 

(b)  the  national  level  (underdeveloped  country) 
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3.    the  capacity  to  distinguish  between  conditions 
shaping  and  limiting  capital  investment  at  the 
personal  level  in  "advanced"  countries  and  the 
personal,  corporate,  and  public  level  in  "poor" 
countries. 

FOLLOW-UP: 

(For  integration  into  the  grade  VIII  curriculum) 

Purpose :  To  apply  the  foregoing  lessons  to  countries,  past 
or  present,  that  suffer  poverty  and  slow  economic 
growth. 

(a)  Suggestions  could  be  sought  on  the  forms  that 
capital  investment  could  take  to  correspond  with 
actual  conditions  facing  certain  countries 
(geography,  climate,  resources,  and  priorities  of 
the  people  -  e.g.  value  on  spending  for  immediate 
consumption,  saving,  or  long-term  investment). 

(b)  An  investigation  could  be  made  of  the  comparative 
advantages  of  concentrating  on  capital  in  relation 
to  the  other  factors  of  production,  particularly 
labor.   The  students  might  consider  concerns  like 
optimum  use  of  available  labor  and  degree  of 
readiness  for  capital  innovations  (labor-intensive 
industries  are  often  preferable  to  capital- 
intensive  industries).   As  well,  the  affects  of 
capital  investments,  particularly  types  of 
automation,  on  people,  might  be  considered.   This 
might  involve  problems  like  disorientation, 
alienation,  dislocation  and  unemployment. 
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CROSS-REFERENCING : 

1.  Textbooks  (references  recommended  as  primary  by 
Department  of  Education):   nonapplicable 

2.  Kanata  kits:   nonapplicable 

3.  Teaching  Units:   nonapplicable 

4.  Other  topics  within  the  Junior  High  curriculum: 
Grade  VII  -  Topic  A  and  Topic  B 

Grade  IX   -  Topic  A  and  Topic  C 


? 


8.2.15 


Handout  8-1 


CASE  STUDY  -  CAPITAL  INVESTMENT 


At  the  age  of  13  or  14  Bill  and  Tom  each  spent  their  summers 
cutting  lawns  in  their  neighbourhood.  For  the  first  summer 
each  boy  borrowed  his  family's  hand  lawn  mower.   They  both 
made  some  good  pocket  money  in  that  time.   Bill  spent  his 
money  on  entertainment,  candy  and  a  few  things  he  had  always 
wanted.   Tom  bought  a  few  things,  but  decided  at  the  outset 
to  save  two-thirds  of  what  he  made. 

After  two  years,  Bill  had  enjoyed  a  lot  of  fun  and  had 
accumulated  a  lot  of  consumer  goods.   Tom  had  enjoyed  less 
fun  and  had  fewer  goods  but  was  able  to  buy  a  good  power 
mower.   Tom  was  now  cutting  twice  as  many  lawns  a  Bill  in 
about  half  the  time.   With  his  increased  income  and  by 
keeping  to  the  policy  of  spending  only  one-third  of  his 
earnings,  after  another  summer  he  was  able  to  buy  a  large 
sit-on  mower.   At  this  point  Tom  was  cutting  four  times  as 
many  lawns  in  half  the  amount  of  time  that  it  was  taking  Bill 
to  mow  his  lawns. 

At  the  time  Tom  graduated  from  high  school  he  had  saved 
sufficient  earnings,  that,  along  with  a  bank  loan,  he  was 
able  to  place  a  down  payment  on  a  lawn  mower  sales  and  repair 
shop.   Within  a  few  years  he  had  a  thriving  business 
employing  three  other  people.   Bill  was  able  to  locate  only  a 
relatively  low-paying  job  with  the  local  town,  and  now  envies 
his  former  friend. 
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Handout  8-2 


CASE  STUDY 


QUESTIONS: 

1.      What  things  would  Tom  have  had  to  consider  before 
deciding  to  invest  in  his  sales  and  repair  shop? 


2.   Let's  suppose  that  after  many  years  of  considerable 
success  Tom  has  moved  into  the  autobody  business  as 
well  and  is  considering  purchase  of  a  new  frame- 
alignment  machine  which,  though  very  expensive, 
would  prove  much  more  efficient  in  repair  work. 

Considering  your  answer  in  number  one  above,  list 
all  the   advantages  and  disadvantages  of  making  this 
move  that  your  group  can  think  of: 


ADVANTAGES 


DISADVANTAGES 
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3.    Considering  these  pros  and  cons  what  do  you  think 
Tom  Should  do? 


CRITERIA 

Alternatives 

Chance  for 
more  income 

Use  of 
savings 

Interest 
Cost 

Creation 
of  New 
Jobs 

Adjustment 
workers  may 
have  to  make 

Invest  in 
New  Machine 

Don't  invest 
In  New  Machine 
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Handout  8-2 


DECISION  MAKING 


*" 


i 


QUESTIONS 


1.    If  the  firm  expects  to  solve  1000  problems  in  one 
year,  how  much  will  it  cost  them  if  they  pay  a 
student  to  solve  them  by  hand? 


2.    How  much  will  it  cost  the  firm  to  solve  the  1000 
problems  if  the  student  has  a  calculator? 


3.  Would  the  firm  regain  its  investment  in  one  year  if 
it  spent  $10  to  buy  a  calculator  for  the  student  to 
use? 
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4.    How  would  the  firm's  investing  in  the  calculator 
affect  the  student? 


^ 


I 

I 
I 
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I 
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ACTIVITY  1 
THE  COST  OF  CONSUMER  PROTECTION 


r1 
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TITLE: 

RECOMMENDED  USE 
FOCUS  QUESTIONS 


TIME  REQUIRED: 
KEY  CONCEPTS: 

RELATED  CONCEPTS 


THE  COST  OF  CONSUMER  PROTECTION* 
Topic  A:   Selected  Market  Economies 

Grade  Nine:   People  and  Their  Technology- 
Should  a  society,  through  its  government, 
establish  regulations  to  protect  its 
members? 

To  what  cost  should  a  society  go  to 
achieve  maximum  benefits? 

1  to  3  class  periods;  50  -  150  minutes 

Social  Costs/Benefits 
Trade-offs 
Government  regulation 

Supply  and  demand 
Market  price 
Incentives 


INSTRUCTIONAL  OBJECTIVES 


Students  will 


1.  Understand  the  concept  of  trade-offs  as  it  applies  to 
consumer  protection. 

2.  Specify  the  costs/benefits  involved  in  consumer 
protection. 

3.  Describe  varying  philosophies  regarding  consumer 
protection. 

RATIONALE  FOR  THE  ACTIVITY: 


Consumers  are  constantly  deciding  whether  to  buy  particular 
privately  produced  goods  and  services.   They  must  consider 
whether  the  product  is  of  adequate  quality,  whether  it  is 
safe  to  use,  whether  the  seller  is  providing  a  satisfactory 
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guarantee,  and  so  on.   It  takes  time  and  effort  to  find  out 
these  things.   People  may  therefore  ask  governments  to  make 
laws  requiring  certain  standards  of  quality  or  safety,  to 
save  consumers  the  trouble  of  detailed  investigation  at  the 
time  of  each  individual  purchase,  and  also  to  protect  other 
consumers  who  are  unable  for  any  reason  to  do  the 
investigation.   Consumer  protection  by  government  also  takes 
time  and  effort  by  civil  servants  who  must  be  paid  from 
taxes.   It  also  involves  some  interference  by  government  with 
the  freedom  of  people  to  make  their  own  decisions.   Clearly, 
this  topic  involves  trade-offs  among  conflicting  objectives 
and  a  search  for  a  least-cost  solution. 


*   Adapted  from  "Consumer  Protection"  as  published  in 
Miss,  James  F.,  Brenneke,  Judith,  and  Clow,  John  E. 
Strategies  for  Teaching  Economics:   Basic  Business  and 
Consumer  Education  (Secondary).   New  York  Joint  Council  on 
Economic  Education.   1979.  pp.  63-68. 


MATERIALS: 

One  copy  for  each  student  of  the  following: 

1.  Case  Study:   What  does  consumer  protection  cost? 

2.  "Is  a  Safer  Lawn  Mower  Worth  the  Price?" 

3.  Questions  on  'Is  a  Safer  Lawn  Mower  Worth  the  Price?1 
PROCEDURE: 

1.  Introduce  the  lesson  by  asking  students  to  read  the  case 
study  and  answer  the  accompanying  questions. 

2.  After  briefly  discussing  the  six  opinion-oriented 
questions  associated  with  the  case  study,  provide  each 
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student  with  copies  of  "Is  a  Safer  Lawn  Mower  Worth  the 
Price?"  and  the  questions  accompanying  it. 

3.    Have  students  read  the  article  from  Consumers  Report  and 
answer  the  questions  either  individually  or  in  small 
groups.   For  some  classes  the  article,  "Is  a  Safer  Lawn 
Mower  Worth  the  Price?"  can  be  given  as  a  homework 
assignment  with  classroom  discussion  taking  place  the 
following  day.   NOTE:   If  your  class  has  not  previously 
examined  government  regulatory  agencies  you  may  want  to 
review  the  functions  of  the  Consumer  Products  Safety 
Commission  and  the  Federal  and  Alberta  Departments  of 
Consumer  and  Corporate  Affairs  before  introducing  this 
reading.   Be  sure  to  underscore  that  the  Consumer 
Products  Safety  Commission  has  the  power  to  set  and 
enforce  safety  standards  for  various  goods  in  the  United 
States. 

EVALUATION: 

1.  Assess  student  contribution  to  class  discussion. 

2.  Assess  quality  of  student  response  to  questions 
accompanying  the  Consumers  Report  article. 

FOLLOW-UP  ACTIVITIES: 

1.  Have  the  students  find  the  meaning  of  CSA. 

2.  Have  students  survey  local  businesses  on  regulations 
which  add  to  the  cost  of  consumer  products. 

3.  Have  students  search  through  back  issues  of  Canadian 
Consumer  to  find  and  report  on  articles  similar  to  the 
one  in  this  exercise. 
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4.    Have  students  research  and  debate:   Canada  should 

establish  standards  for  industry  which  will  protect  the 
environment. 

CROSS  REFERENCES: 
Prescribed  Texts: 
Schwartz,  Sidney  and  O'Connor,  John  R.  The  Growth  of 


Industrialization.   New  York:   Globe  Book  Company,  Inc.  1976. 
Chapters  2  and  4  (pp.  20-45  and  58-76). 

Teaching  Unit:   Should  We  Limit  Industrial  Growth? 
"Costs/Benefits  of  Industrialization" 

Kanata  Kit:   nil 

Other  Topics  in  Division  Three:   9B  -  Centrally  Planned 
Economies  in  the  USSR  and  China 

9C  -  Industrialization  in  Canada 

Teacher  Answer  Sheet  to  Case  Study  Questions: 

1.    How  does  government  regulation  cost  the  taxpayer  money? 

Answer:   Government  regulation  requires  the  hiring  of 
people  to  perform  the  regulatory  function.   Since  the 
added  salaries  and  other  expenses  of  staff  members  are 
paid  out  of  tax  revenues,  the  consumer's  tax  bill  is 
likely  to  rise  somewhat.   Regulations  also  usually  raise 
business  costs.   This  results  in  higher  prices  for 
consumer  goods  and  services. 
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2.  Do  you  think  Gerald  Ford  was  referring  to  tax  dollars 
when  he  estimated  $2,000  was  the  cost  per  family  for 
regulation? 

Answer:   Mr.  Ford  was  probably  not  referring  to  the  tax 
aspects  of  regulation.   He  was  talking  about  how 
government  regulation  can  be  reflected  in  the  retail 
prices  of  goods  and  services  to  the  consumer. 

3.  What  are  some  examples  of  goods  and  services  which  may 
have  increased  in  price  because  of  government 
regulation? 

Answer:   Some  examples  are  the  pollution-control  devices 
installed  in  new  automobiles,  extensive  federal  safety 
standards  for  airlines,  and  new  safety  requirements  for 
dangerous  machines  in  factories.   Students  will  find 
many  other  examples  by  reading  newspapers  and 
magazines. 

4.  What  are  some  of  the  benefits  that  you  think  consumers 
obtain  from  consumer-protection  laws? 

Answer:   Examples  of  benefits  include  longer  life 
(pollution-free  air),  greater  personal  safety  (minimum 
standards  for  tires),  redress  against  fraud  (repayment 
through  court  action),  less  risk  (proper  processing  of 
canned  foods),  etc.   Another  benefit  consumers  obtain  is 
the  saving  of  time  and  effort  in  investigating  for 
themselves  the  quality  or  safety  of  products.   The  gains 
of  personal  safety  or  of  protection  against  fraud  are 
the  gains  to  those  who  through  incapacity,  ignorance  or 
laziness  can't  or  won't  protect  themselves.   For  those 
who  would  protect  themselves,  the  only  gain  is  in  the 
saving  of  the  trouble  of  doing  so.   It  should  be  noted 
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that  the  example  of  pollution-free  air  raises  another 
point,  namely  the  protection  of  some  consumers  against 
others,  a  form  of  protection  that  is  quite  difficult  for 
an  individual  to  provide  for  himself. 

5.  Why  should  we  be  concerned  whether  the  extra  costs  of 
consumer  protection  are  worth  paying?   How  should  we 
compare  short-run  and  long-run  effects? 

Answer:   The  standard  of  living  of  the  average  person  is 
raised  (or  lowered)  if  benefits  of  these  programs  exceed 
(are  less  than)  their  costs.   Every  product  is  a  special 
case;  for  some  there  may  be  substantial  benefits  from 
new  regulations;  for  others  there  may  be  too  much 
regulation  already.   Short-run  effects  are  more 
important  because  they  come  sooner,  but  we  should  give 
weight  to  long-run  effects  too.   For  example,  new 
air-quality  control  equipment  may  involve  only  a 
once-for-all  present  cost,  but  cause  benefits  to  health 
spread  over  decades.   Or,  in  another  instance,  the 
benefits  may  be  transient  and  the  costs  permanent. 

6.  Why  will  individual  consumers  make  different  judgments 
about  the  worth  of  particular  government  regulations? 

Answer:   Different  consumers  have  different  information 
about  the  facts  on  the  costs  and  benefits  in  any 
particular  case.   Different  consumers  put  different 
weight  on  given  facts,  for  example  on  the  importance  of 
reducing  some  risk  to  their  own  future  health. 
Different  consumers  put  different  weights  on  the 
importance  of  anonymous  strangers  and  on  risks  to  the 
health  or  safety  of  those  strangers.   Different 
consumers  have  different  judgments  about  human  nature; 
those  who  believe  human  nature  is  largely  rational  and 
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self-reliant  see  less  need  for  government  assistance 
than  do  those  who  believe  that  people  frequently  would 
benefit  from  help.   Different  consumers  put  different 
weight  on  other  objectives,  such  as  personal  freedom, 
that  might  conflict  with  consumer  protection. 

TEACHER  ANSWER  SHEET  TO  THE  QUESTIONS  FROM  "IS  A  SAFER  LAWN 
MOWER  WORTH  THE  PRICE?" 

1.  What  is  the  primary  issue  in  this  controversy  as  stated 
in  the  first  paragraph? 

Answer:   Should  all  consumers  pay  to  make  sure  a  product 
is  reasonably  safe?   Or  should  those  who  are  willing  to 
take  a  chance,  or  who  are  unaware  of  the  risks,  be  given 
the  freedom  to  buy  a  cheaper  but  more  hazardous  product 
even  though  safer  models  are  available? 

2.  Why  do  some  people  believe  that  present  features  of 
power  mowers  should  be  changed? 

Answer:   Mowers  presently  being  used  seem  to  be  causing 
quite  a  few  accidents.   As  indicated  in  this  article, 
the  National  Electronic  Injury  Surveillance  System 
reported  161,000  mower-related  injuries  per  year, 
including  60,000  that  required  some  kind  of  hospital 
emergency-room  treatment.   The  injuries  included  3,500 
amputations  and  1,000  cases  of  loss  of  an  eye  in  one 
year. 

3.  What  are  some  of  the  recommended  changes? 

Answer:   Safeguards  against  risk  of  injury  from  objects 
thrown  by  mowers,  electrical  shocks,  gasoline  fires,  and 
burns  caused  by  touching  a  hot  surface.   Other  changes 
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include  those  which  would  limit  noise  and  prevent  mowers 
that  are  ridden  from  cutting  grass  when  operating  in 
reverse.   Another  recommendation  is  the  addition  of  a 
deadman  control  that  would  stop  the  blade  automatically 
whenever  the  operator  leaves  the  operating  position. 

4.  Would  your  family  allow  you  to  use  a  power  lawn  mower 
that  does  not  have  the  recommended  safety  features? 

Answer:   Depends  on  experiences  of  class  members. 

5.  If  the  changes  recommended  by  Consumers'  Union  are  made, 
what  is  the  estimated  impact  on  the  price  of  mowers? 

Answer:   Both  Consumers'  Union  and  power  mower  industry 
leaders  closely  agree  on  the  costs.   There  would  be 
approximately  a  $40  or  32  percent  increase  in  the 
average  retail  price  of  a  walk-behind  mower  and  $100  or 
11  percent  increase  in  the  average  price  of  a  riding 
mower. 

6.  Both  Consumers'  Union  and  the  power  mower  industry  have 
completed  cost/benefit  studies.   The  cost  includes  the 
increased  cost  of  the  lawn  mower  due  to  the  additional 
safety  measures.   The  benefits  are  the  saving  of 
expenses  associated  with  injuries  that  occur  with  lawn 
mowers  that  do  not  have  the  additional  safety  measures. 
Why  is  the  benefits  aspect  so  difficult  to  measure? 

Answer:   It  is  very  difficult  to  place  a  value  on  the 
pain,  suffering,  and  inconvenience  associated  with  such 
injuries.   One  way  of  doing  so  is  to  review  some  of  the 
court  awards  in  law  suits  for  injuries. 
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7.  What  does  Consumers'  Union  estimate  would  be  the  benefit 
gained  from  each  dollar  spent  on  safety  features  for 
lawn  mowers?   What  is  the  Outdoor  Power  Equipment 
Institute  estimate? 

Answer:   Consumers  Union  estimates  that  the  new 
regulations  would  mean  that  consumers  would  pay  50  cents 
to  $4.60  (cost)  for  each  $1  reduction  in  the  economic 
cost  of  injury  (benefit).   The  Outdoor  Power  Equipment 
Institute  estimates  that  the  new  regulation  would  mean 
that  consumers  would  pay  $2.60  (cost)  for  each  $1 
reduction  in  injury  costs  (benefit)  not  counting  pain 
and  suffering. 

8.  If  the  standard  recommended  by  Consumers  Union  is 
uniformly  adopted  for  all  new  lawn  mowers,  what  are  the 
trade-offs  to  consumers? 

Answer:   Paying  a  higher  price  for  a  machine  in  return 
for  a  reduced  possibility  of  injury  for  the  owner  or  any 
others  who  operate  lawn  mowers,  but  having  less  money  to 
spend  on  other  things.   All  buyers  will  get  more  safety 
but  will  no  longer  be  able  to  choose  a  cheaper  model 
that  is  less  safe. 

9.  Freedom  and  security  are  two  personal  as  well  as  social 
goals.   Some  lawn  mower  buyers  are  against  the  adoption 
of  mandatory  safety  measures  for  all  lawn  mowers.   These 
consumers  believe  they  can  operate  mowers  safely  without 
government-required  safety  features  and  they  do  not  want 
to  pay  any  more  for  mowers  than  they  have  to.   They  also 
think  they  should  be  able  to  buy  only  the  safety 
features  they  think  they  need.   Do  these  consumers  place 
more  priority  on  security  or  on  freedom  when  they 
purchase  power  mowers?   Why? 
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Answer:   Freedom.   These  groups  want  the  opportunity  to 
select  a  lower-priced  lawn  mower  without  the  additional 
safety  measures  and  the  freedom  to  add  safety  features 
as  they  choose.   Free  choice  would  not  be  available  to 
them  if  all  new  mowers  had  to  meet  the  mandatory  safety 
requirements. 

10.  Other  consumers  believe  the  additional  safety  features 
should  be  required.   Does  this  group  seem  to  be  more 
interested  in  security  or  freedom  in  its  choice  of 
mowers?   Why? 

Answer:   Security.   They  want  the  additional  security  of 
the  safer  lawn  mower,  perhaps  not  only  for  themselves 
but  for  others  who  may  be  injured  as  innocent 
bystanders.   They  are  willing  to  give  up  some  of  their 
freedom  to  choose. 

11.  Do  you  believe  the  proposed  safety  regulations  for  power 
mowers  should  be  adopted?   Why  or  why  not? 

Answer:   Depends  on  each  student's  personal  values. 
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CASE  STUDY:   WHAT  DOES  CONSUMER  PROTECTION  COST? 

When  Gerald  R.  Ford  was  President  of  the  United  States,  he 
said  that  government  regulation  nay  cost  the  average  family 
as  much  as  $2,000  per  year  in  higher  prices.   This  figure  is 
based  only  on  a  "guesstimate"  of  the  extra  costs  to  the 
consumer.   It  suggests  that  regulatory  costs  are  greater  than 
most  Americans  think. 

(Based  on  a  statement  by  William  B.  Mead,  "Federal 
Regulation:   The  price  you  pay,"  Money,  June,  1975,  p.  39.) 

Questions : 

1.  How  does  government  regulation  cost  the  taxpayer  money? 

2.  Do  you  think  Gerald  Ford  was  referring  to  tax  dollars 
when  he  estimated  $2,000  was  the  cost  per  family  for 
regulation? 

3.  What  are  some  examples  of  goods  and  services  which  may 
have  increased  in  price  because  of  government 
regulation? 

4.  What  are  some  of  the  benefits  that  you  think  consumers 
obtain  from  consumer-protection  laws? 

5.  Why  should  consumers  be  concerned  as  to  whether  the 
extra  costs  of  protection  are  actually  worth  paying?   Is 
there  a  difference  between  the  short-term  and  long-term 
effects? 

6.  Why  will  individual  consumers  make  different  judgments 
about  the  worth  of  particular  government  regulations? 
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IS  A  SAFER  LAWN  MOWER  WORTH  THE  PRICE? 

How  much  is  safety  worth  to  the  consumer?   Should  all 
consumers  pay  to  make  sure  a  product  is  reasonably  safe?   Or 
should  those  who  are  willing  to  take  a  chance,  or  who  are 
unaware  of  the  risks,  be  able  to  buy  a  cheaper  but  more 
hazardous  product  when  safer  models  are  available?   These  are 
the  kinds  of  questions  being  raised  now  that  the  U.S. 
Consumer  Product  Safety  Commission  (CPSC)  has  begun  to 
develop  safety  standards  for  those  products  known  to  cause  a 
large  number  of  injuries.   Such  products  include  TV  sets, 
book  matches,  swimming  pool  slides,  and  power  lawn  mowers, 
among  others. 

While  the  CPSC  has  the  final  word  on  the  content  of  the 
standards,  much  of  the  preliminary  drafting  has  been  done  for 
the  commission  by  outside  organizations.   Consumers  Union 
(CU),  under  an  agreement  with  the  CPSC,  has  drafted  a 
proposed  safety  standard  for  power  lawn  mowers.   Predictably, 
the  proposal  has  become  a  matter  of  controversy. 

The  basic  criticism  heard  from  the  industry  and  from  at  least 
one  government  agency  is  that  the  cost  of  a  lawn  mower  built 
to  conform  to  CU '  s  proposed  standard  would  increase  costs 
more  than  the  gains  in  safety  warrant.   Since  the  contention 
is  one  that  will  be  heard  time  and  again  as  the  development 
of  safety  standards  proceeds,  it's  worth  examining  closely. 

There  is  little  hard  data  on  the  number,  severity,  and 
economic  consequences  of  power-mower  injuries.   CU's 
estimate,  drawn  from  the  best  available  data,  including 
statistics  compiled  by  the  National  Electronic  Injury 
Surveillance  System,  is  that  161,000  mower-related  injuries 
occur  each  year,  including  60,000  that  require  some  kind  of 
hospital  emergency-room  treatment.   The  injuries  result  in 
3,500  amputations;  1,000  cases  a  year  result  in  the  loss  of 
an  eye. 
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Approximately  68  percent  of  the  injuries  occur  when  someone 
touches  a  moving  mower  blade;  20  percent  result  from  objects 
thrown  by  the  mower;  the  remaining  injuries  relate  to  elec- 
tric shock,  burns  from  fire  and  hot  surfaces,  and  problems 
with  the  steering,  stability,  brakes,  and  drivetrain  of 
riding  mowers  .... 

The  proposed  requirements  cover  a  wide  range  of  safety 
problems  associated  with  lawn  mowers.   They  would  reduce  the 
risk  of  injury  from  thrown  objects.   They  would  require 
safeguards  against  electric  shock,  gasoline  fires,  and  burns 
caused  by  touching  a  hot  surface.   They  would  limit  noise. 
They  would  prevent  riding  mowers  from  cutting  grass  when 
operated  in  reverse,  a  cause  of  injuries  to  children  not  seen 
by  the  operator. 

By  far  the  most  important  proposal  is  aimed  at  preventing 
contact  with  the  moving  blade  -  the  most  frequent  cause  of 
injury.   That  requirement  calls  for  a  "deadman"  control  -  a 
control  that  stops  the  blade  automatically  whenever  the 
operator  leaves  the  operating  position  (to  adjust  the  mower's 
cutting  height,  for  example,  or  to  clear  grass  from  a  clogged 
discharge  chute)  .... 

The  power-mower  industry  speaking  through  the  Outdoor  Power 
Equipment  Institute,  objects  to  a  number  of  the  proposals. 
It  wants  no  iimit  on  noise,  since,  it  contends,  noise  is  more 
a  discomfort  than  a  safety  hazard.   It  advocates  less 
stringent  shock,  fire,  and  burn  requirements.   It  wants 
riding  mowers  to  continue  to  cut  in  reverse.   And  it  wants 
many  of  the  requirements  to  be  voluntary  rather  than 
mandatory  .... 


9.1.14 

CU  and  the  industry  agree  the  proposed  standard  would 
increase  costs;  they  even  agree  closely  in  their  estimates  of 
the  size  of  the  increase.   In  the  first  year,  the  standard 
would  probably  add  approximately  $40,  or  32  percent  to  the 
average  retail  price  of  a  walk-behind  power  mower  and  about 
$100,  or  11  percent  to  the  average  price  of  a  riding  mower. 
Estimated  cost  the  first  year  would  be  between  $270  million 
and  $380  million,  depending  on  how  many  power  lawn  mowers 
were  produced. 

Because  benefits  are  so  difficult  to  calculate,  CU  could  give 
only  the  roughest  economic  guide  to  the  costs  and  benefits  of 
the  standard.   Their  report  said  that,  when  all  mowers 
conformed  to  the  standard,  it  might  cost  anywhere  from  50 
cents  to  $4.50  for  every  $1  reduction  in  the  economic  cost  of 
injury. 

According  to  the  industry  estimate,  the  standard  would 
eventually  reduce  injuries  by  50  percent,  not  75  percent. 
But  even  according  to  the  industry's  own  estimates  of  injury 
costs,  which  exclude  pain  and  suffering  and  other 
intangibles,  the  industry  calculates  CU ' s  standard  would  cost 
$2.60  per  dollar  of  injury  when  all  mowers  conform  to  the 
requirements  of  the  standard. 

A  cost  of  more  than  $1  reduce  expenses  of  injury  by  $1  is  not 
necessarily  undesirable,  CU's  report  pointed  out.   When 
injuries  with  an  overwhelming  potential  for  pain  and 
suffering  are  involved,  consumers  may  well  be  willing  to  pay 
the  premium  to  minimize  the  risk,  just  as  they  buy  insurance 
against  other  risks. 


c   1976  by  Consumers  Union  of  United  States,  Inc.  Mount 
Vernon,  N.Y.   10550.   Excerpted  by  permission  from  "Is  a 
Safer  Lawn  Mower  Worth  the  Price?"   Consumer  Reports, 
February  1976,  pp.  114-116. 
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QUESTIONS  ON  "IS  A  SAFER  LAWN  MOWER  WORTH  THE  PRICE" 

1.  What  is  the  primary  issue  in  this  controversy  as  stated 
in  the  first  paragraph? 

2.  Why  do  some  people  believe  that  present  features  of 
power  mowers  should  be  changed? 

3.  What  are  some  of  the  recommended  changes? 

4.  Would  your  family  allow  you  to  use  a  power  lawn  mower 
that  does  not  have  the  recommended  safety  features? 

5.  If  the  changes  recommended  by  Consumers'  Union  are  made, 
what  is  the  estimated  impact  on  the  price  of  mowers? 

6.  Both  Consumers'  Union  and  the  power  mower  industry  have 
completed  cost-benefit  studies.   The  cost  includes  the 
increased  cost  of  the  lawn  mower  due  to  the  additional 
safety  measures.   The  benefits  are  the  saving  of 
expenses  associated  with  injuries  that  occur  with  lawn 
mowers  that  do  not  have  the  additional  safety  measures. 

Why  is  the  benefits  side  so  difficult  to  measure? 

7.  What  does  Consumer's  Union  estimate  would  be  the  benefit 
gained  from  each  dollar  spent  on  safety  features  for 
lawn  mowers?   What  is  the  Outdoor  Power  Equipment 
Institute  estimate? 

8.  If  the  standard  recommended  by  Consumers'  Union  is 
uniformly  adopted  for  all  new  lawn  mowers,  what  are  the 
trade-offs  to  consumers? 
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9.  Freedom  and  security  are  two  personal  as  well  as  social 
goals.  Some  lawn-mower  buyers  are  against  the  adoption 
of  mandatory  safety  measures  for  all  lawn  mowers.   These 
consumers  believe  they  can  operate  mowers  safely  without 
government-required  safety  features  and  they  do  not  want 
to  pay  anymore  for  mowers  than  they  have  to.   They  also 
think  they  should  be  able  to  buy  only  the  safety 
features  they  think  they  need.   Do  these  consumers  place 
more  priority  on  security  or  on  freedom  when  they 
purchase  power  mowers?   Why? 

10.  Other  consumers  believe  the  additional  safety  features 
should  be  required.   Does  this  group  seem  to  be  more 
interested  in  security  or  freedom  in  its  choice  of  power 
mowers?   Why? 

11.  Do  you  believe  the  proposed  safety  regulations  for  power 
mowers  should  be  adopted?   Why  or  why  not? 


ACTIVITY  2 


THE  BIG  APPLE 
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TITLE: 
RECOMMENDED  USE 

FOCUS  QUESTION: 

TIME  REQUIRED: 

MAJOR  CONCEPTS: 


RELATED  CONCEPTS 


THE  BIG  APPLE* 

9  -  PEOPLE  AND  THEIR  TECHNOLOGY 
Topic  A:   Selected  Market  Economies 

How  are  prices  determined  in  a  competive 
market? 

Two  or  more  class  periods 
(50  -  150  minutes) 

Supply- 
Market  price 
Demand 
Competitive  markets 

Graphs 
Inflation 
Profit 
Equilibrium  price 


INSTRUCTIONAL  OBJECTIVES: 
Students  will: 

1.  Experience  what  it  is  like  to  be  buyers  and  sellers 
in  a  competitive  marketplace. 

2.  Make  generalizations  about  and  discuss  the  nature 
of  the  competive  marketplace. 

3.  Observe  that  prices  tend  to  move  toward  equilibrium 
in  a  competitive  marketplace. 

4.  Describe  how  supply  and  demand  influence  prices. 

5.  Construct  a  bar  graph. 


Adapted  from  "Consumer  Protection"  as  published  in  Niss, 
James  F. ,  Brenneke,  Judith,  and  Clow,  John  E.  Strategies 
for  Teaching  Economics:   Basic  Business  and  Consumer 
Education  (Secondary).   1979.  pp.  50-56. 
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RATIONALE: 

The  game  is  designed  to  convey  to  students  the  experience  of 
buying  and  selling  in  a  competitive  market.   Although  most 
product  and  service  markets  are  not  as  competitive  as  the 
apple  market  used  this  activity,  students  can  begin  to  under- 
stand how  prices  are  generally  determined  in  any  market. 
Understanding  how  the  forces  of  supply  and  demand  generate 
market  prices  will  help  students  explain  why  some  products 
have  relatively  high  prices  and  others  have  relatively  low 
prices. 

MATERIALS: 

1.  Informational  chart. 

2.  36  buyer  and  36  seller  cards  (Buyer:   4  each  at 
$90,  $80,  $30  and  $20;  5  each  at  $70,  $60,  $50  and 
$40.   Seller:   4  each  at  $100,  $90,  $40  and  $30;  5 
each  at  $80,  $70,  $60  and  $50.) 

3.  Individual  score  sheets  -  2  per  student. 

4.  Big  Apple  classroom  transaction  record  sheet  -  one 
per  class.   Reproduce  on  chalkboard. 

5.  Bar  graph  worksheets  -  one  per  student. 

6.  This  activity  works  best  with  a  class  of  about  25 
students,  but  up  to  60  can  be  involved  if  the  room 
is  large  enough. 
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PROCEDURES  (ROUNDS  1-3): 

1 .  Clear  center  of  room  and  designate  it  as  the 
marketplace. 

2.  Select  one  student  to  be  keeper  of  the  Big-Apple 
cards. 

3.  Select  one  student  to  record  all  transactions  on 
the  Big-Apple  transaction  record.   We  recommend 
that  you  reproduce  the  record  sheet  on  the  board 
for  everyone  to  see. 

4.  Divide  class  into  two  equal  groups.   One  group  will 
be  sellers;  one  group,  buyers.   Explain  that  buyers 
will  be  buyers  throughout  the  game,  and  sellers 
will  be  sellers  throughout  the  game.   Explain  that 
when  a  seller  finds  a  buyer  and  they  agree  on  a 
price,  the  seller  goes  to  the  Big-Apple-Market 
tally  sheet  and  records  the  deal.   Then  both  the 
seller  and  buyer  get  new  cards  from  the  keeper  of 
the  Big-Apple  cards  and  re-enter  the  marketplace. 
(It  is  a  good  idea  to  have  the  keeper  of  the  cards 
located  in  the  same  part  of  the  classroom  where  the 
Apple-Market  tally  sheet  is  located.) 

5.  Explain  that  buyers  and  sellers  can  buy/sell  in 
multiples  of  $5  and  $10  only. 

6.  Hand  out  individual  tally  sheets  and  request  that 
participants  record  their  transactions  as  they  are 
made.   Review  details  on  the  tally  sheet  if 
necessary. 
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7.  Explain  that  the  goal  of  both  buyers  and  sellers  is 
to  make  a  profit. 

All  purchases  and  sales  must  be  done  by  the  end  of  the 
trading  period  to  prevent  unsold  apples  and  unsatisfied 
demands  from  piling  up. 

8.  Explain  that  you  will  conduct  three  rounds  of 
trading  sessions  of  10  minutes  each.   Announce  to 
the  students  when  one  minute  remains  in  each  round. 
(Trading  may  be  reduced  to  accommodate  short  class 
periods  so  long  as  each  round  runs  for  the  same 
length  of  time. ) 

9.  After  each  trading  round,  allow  students  time  to 
calculate  their  net  losses  or  gains. 

10.  Encourage  students  to  make  as  many  deals  as  they 
can  in  the  time  permitted.   Explain  that  it  is 
permissible  to  take  a  loss  in  order  to  get  a  Big- 
Apple-transaction  card.   Try  not  to  give  away  the 
fact  that  the  students  who  will  have  the  highest 
profits  are  usually  those  who  engage  in  the  most 
transactions.   This  fact  will  be  "discovered" 
during  the  discussion  following  completion  of  the 
game.   (Procedure  12). 

11.  Between  Round  1  and  Round  2,  direct  students' 
attention  to  the  market  record  on  the  Big-Apple- 
classroom-transaction  record.   Say  that  it  contains 
useful  information  for  them.   Do  not  elaborate. 
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12.   Conduct  postgame  discussion: 

(a)  At  what  price  are  the  apples  sold  in  Round  1? 
Round  2?   Round  3? 

Answer:   Examine  data. 

(b)  In  which  round  was  there  the  greatest  spread 
in  price? 

Answer:   Examine  data. 

(c)  Why  did  the  prices  become  more  clustered? 


Answer:   Increasing  competition  is  the  most 

important  cause  of  clustering.   This 
phenomenon  represents  the  tendency  of 
a  competitive  market  to  move  towards 
an  equilibrium  price. 


(d)   Who  determined  the  "market  price"  for  apples, 
buyers  or  sellers? 


Answer:   Both  buyers  and  sellers  interacting 
in  the  marketplace. 


(e)   How  did  supply  and  demand  (sellers  and  buyers) 
influence  price? 


Answer:   Sellers  tried  to  get  higher  prices, 
buyers  tried  to  get  lower  prices. 
Because  there  was  competition  among 
members  of  each  group  no  one  had 
control  over  price. 
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(f)   Why  were  some  students  able  to  make  more  total 
profits  than  others? 

Answer:   Probably  because  they  were  able  to 
conclude  many  transactions,  each  of 
which  yielded  a  small  profit. 

PROCEDURE  (ROUND  4): 

1.  This  round  is  identical  to  the  first  day's  play 
except  that  the  number  of  seller  cards  of  each 
denomination  used  in  the  game  is  cut  in  half. 
Also,  deals  must  take  place  in  five  minutes. 

2.  Allow  time  to  record  gains/losses. 

3.  Postgame  discussion: 

(a)  Did  prices  go  up  or  down? 
Answer:   They  should  have  gone  up. 

(b)  Why  did  the  prices  change  as  they  did? 

(c)  Can  the  students  relate  this  price  change  to 
price  behavior  in  the  national  economy? 

PROCEDURE  (ROUND  5): 

1.  Put  in  as  many  seller  cards  as  in  first  three 
rounds  but  cut  the  number  of  buyer  cards  of  each 
denomination  in  half  and  follow  the  same  directions 
as  Round  4. 

2.  Deals  must  take  place  in  5  minutes. 
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3.  Allow  time  to  record  gains/losses. 

4.  Postgame  discussion  (may  require  a  third  class 
period) : 

(a)  Did  prices  go  up  or  down  during  Round  5? 
Answer:   They  should  have  gone  down. 

(b)  Does  this  suggest  a  method  of  reducing 
inflation?   How  might  it  be  accomplished? 
What  negative  effects  could  occur  using  this 
method? 


Answer:   Loss  of  jobs;  loss  of  income  for 
business. 


(c)   Have  students  graph  market  deals  for  Rounds  3, 
4  and  5,  and  write  generalizations  about  what 
the  graphs  show. 


NOTE:   Compare  market  record  sheet  for  all 
three  versions  of  the  Big-Apple-Market  Game  as 
you  hold  discussion. 


(d)   Review  answers  to  worksheet  questions: 

(i)     Price  equilibrium  (price  at  which  most 
transactions  take  place)  occurs  between 
$50-$65. 

(ii)    Equilibrium  price  tends  to  go  up  when 
an  item  in  demand  is  scarce,  as  in 
Round  4  (fewer  sellers  relative  to 
buyers ) . 


9.2.8 

(iii)   Equilibrium  price  tends  to  drop  when  an 
item  is  in  oversupply,  as  in  Round  5 
(fewer  buyers  relative  to  sellers). 

(c)   The  class  is  now  ready  to  discuss  external 
forces  (monopoly  power,  government 
regulations)  on  the  competitive  market.   A 
question  to  consider  overnight  could  well  be: 
How  does  the  apple  market  used  in  this  game 
differ  from  markets  in  the  real  world? 

EVALUATION: 

1.  Assess  quality  of  student  response  to  postgame 
questions.   Try  to  avoid  grading  based  upon  the 
amount  of  profit  each  student  earned. 

2.  Optional:   Use  the  overnight  thought  question  -  How 
does  the  apple  market  used  in  this  game  differ  from 
markets  in  the  real  world?  -  as  a  written 
assignment  instead  of  as  a  focus  for  oral  discus- 
sion. 

FOLLOW-UP  ACTIVITIES: 

1.  Have  students  identify  products  which  have 
experienced  fluctuations  in  price  due  to  varying 
supply  and  demand. 

2.  Discuss  the  effects  of  supply  and  demand  on  the 
labor  market  in  Canada. 
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CROSS  REFERENCES: 
Prescribed  Texts : 

Schwartz,  Disney  and  O'Connor,  John  R.  The  Growth  of 

Industrialization.   New  York:   Globe  Book  Company,  Inc., 
1976. 

Tompkins,  Doreen  M.  and  others.  Canada:  The  Land  and  Its 
People.  Toronto:  Gage  Educational  Publishing  Limited, 
1975.   p.  228-235. 

Teaching  Unit:   Should  We  Limit  Industrial  Growth? 
"Competition  Regulated  Market" 

Kanata  Kit:   nil 

Other  Topics  in  Division  Three: 

9B  -  Centrally  Planned  Economies  in  the  USSR  and  China. 
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BAR  GRAPH  WORKSHEET:  THE  BIG  APPLE 


DIRECTIONS:  Translate  mformat.on  from  the  classroom  tally  sheet  into  bar 
graph  form.  (Note:  This  is  a  Horizontal  ba.  chart.) 
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QUESTIONS: 

1.  At  what  price  did  most  transactions  take  place?  Round  3?  Round  4? 
Round  5? 

2.  What  effects  do  changes  in  supply  and  demand  have  on  price? 
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SELLER 


:ou   are    celling   1   bin  of   red 


1        \\    You   are    selling    I    bin   of    red      I 
\  \  del  ic  iou  3    .-poles.    Try    Co    jet     / 

\  Cha   niches C   price,    but    you        ' 

,  should    noc    Cake    less    chin         / 

\     ^  /0Q__  unless    you    decide        / 
f-o    cake   n    loss .  / 


\\     You   are    selling    1    bin    of    red     I 
\  delicious    apples.    Try    Co    c;?c    / 


Che   highest    price,    buc    you 
should    noc    £.=iks    less    than 

$  jC€>      unless    you    decide 
Co    L.ike   .'.    lour-. 
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You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 
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SELLER 


You  are  selling  1  bin  of  red 
v\  delicious  apples.   Try  to  get 
•the  highest  price,  but  you 
should  net  take  less  than 

unless  you  decide  to 
take  a  loss. 
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SELLER 

You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 

v  &D  _  unless  you  decide  to 
take  a  loss. 
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You  are  selling  1  bin  of  red 
.delicious  apples.   Try  to  get 
the  highest  price,  but  you 


H  You  are  selling  1  bin  of  red 
\  delicious  apples.   Try  to  get 
•the  highest  price,  but  you 
should  not  take  less  than 


unless  you  decide  to 
take  a  loss. 
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You  are  selling  1  bin  of  red 
.delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 


unless  you  decide 
to  take  a  loss. 
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SELLER 


You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
■the  highest  price,  but  you 
should  not  take  less  than 

V  L 

unless  you  decide  to 

take  a  loss. 
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SELLER 

You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 
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You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 


unless  you  decide  to 
take  a  loss. 
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You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 


You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 

eft 

•"50         unless  you  decide  to 
take  a  loss. 
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SELLER 

You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
■the  highest  price,  but  you 
should  not  take  less  than 
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SELLER 

You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 


unless  you  decide 
to  take  a  loss. 
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You  are  selling  1  bin  of  red 
.delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 


*>  3C>      unless  you  decide 
to  take  a  loss. 


SELLER 

You  are  selling  1  bin  of  red 
delicious  apples.   Try  to  get 
the  highest  price,  but  you 
should  not  take  less  than 
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SELLER 
You  are  selling  1  bin  of  red 
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ECONOMIC  CONCEPTS  AND  TERMS 


NOTE:   The  following  is  a  basic  resource  for  teachers, 
a  guide  to  the  terms  and  concepts  used  in  this 
handbook.   It  is  by  no  means  complete.   How- 
ever, the  authors  have  made  every  effort  to  be 
objective  and  accurate,  and  to  provide  examples 
relevant  to  Canadian,  and  in  particular  to 
Albertan,  experience. 

The  Section  is  organized  according  to  the  con- 
cept group  identified  by  the  Alberta  Foundation 
for  Economic  Education. 


Alberta  Foundation  for  Economic  Education 
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A.    ECONOMIC  RESOURCES 


1.    Economics 


Economics  is  the  study  of  how  man  attempts  to 
satisfy  his  needs  and  wants  in  a  condition  of 
scarcity.   Because  of  scarcity,  choices  must  be 
made  about  what  to  produce,  how  to  combine 
resources  in  production,  and  how  to  share  the 
products.   Every  society  must  possess  some  means 
-  markets,  traditions,  judges,  or  whatever  -  of 
making  these  decisions.   The  decisions  that  are 
made  may  be  more  or  less  efficient,  just,  or  wise, 
but  they  are  made. 


2.    Scarcity 


The  idea  of  scarcity  is  fundmental  to  the  study  of 
economics . 

Scarcity  exists  wherever  there  are  not  enough  goods 
and  services  to  satisfy  every  human  want.   An 
abstemious  hermit  may  want  only  the  few  crusts  and 
rags  that  he  has;  for  him,  scarcity  does  not  exist 
because  he  has  eliminated  it  by  reducing  his  wants. 
For  most  of  us,  our  wants  exceed  our  means,  and 
scarcity  exists.   People  in  severe  poverty  are 
short  of  basic  necessities.   Wealthier  people 
usually  would  like  even  more  good  things  than  they 
have.   The  idea  of  scarcity  is  separate  from  the 
idea  of  poverty.   The  idea  of  scarcity  is  tied  to 
the  idea  of  choice.   Anyone,  whether  rich  or  poor, 
must  make  choices  if  his  wants  exceed  his  means.   A 
child  with  only  twenty-five  cents  to  spend  on  candy 
must  choose  which  kind  to  buy  from  the  many  good 
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kinds  he  likes.   Teachers  must  teach  less  than  they 
would  like  to  because  time  is  scarce,  and  must 
choose  what  to  include  and  what  to  leave  out.   The 
Government  of  Canada,  for  all  the  billions  of 
dollars  at  its  disposal,  cannot  do  everthing  the 
voters  would  like  and  must  choose  among  more 
defense,  more  welfare,  lower  taxes,  and  so  on. 
Because  of  scarcity,  each  society  must  have  some 
method  of  choosing  what  to  produce,  how  to  produce 
it,  and  how  to  share  the  product. 

3.    Values,  Needs  and  Wants  -  Goal  Setting 

It  is  often  a  matter  of  opinion  as  to  what  is  a 
need  and  what  is  a  want.  Usually,  needs  are  thought 
of  as  satisfying  the  desire  to  live  by  providing 
the  basic  elements  of  survival;  air,  food,  clothing 
and  shelter.   Wants  satisfy  the  desire  to  live  a 
little  better.   People  in  Alberta  could  satisfy 
their  need  for  shelter  with  a  sod  house,  but  most 
people  want  something  better  in  housing.   Because 
of  our  wants,  we  eat  far  more  food  than  we  need  for 
survival.   Wants  are  shaped  by  taste,  values, 
income  and  the  price  of  goods  and  services. 
Values  -  our  judgments  or  feelings  about  what  ought 
to  be  -  influence  the  economic  choices  we  make  as 
citizens  and  nations. 

People  who  attempt  to  satisfy  their  wants  are 
consumers  and  the  process  of  satisfying  wants  is 
called  consumption.   Goods  and  services  that 
satisfy  wants  directly  (eg.  food,  houses,  cars, 
shoes,  toys)  are  consumer  goods  and  services. 
Producers  are  people  who  provide  goods  and  services 
through  the  process  of  production. 
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4.    Factors  of  Production:   Land  and  Labor 

Production  takes  place  in  households,  plants, 
factories  and  other  businesses.   To  carry  on 
production,  the  productive  resources  of  land, 
labor,  capital,  and  entrepreneurship  are  necessary. 
These  resources  are  often  called  the  factors  of 
production. 

(a)  Land  or  Natural  Resources : 

Natural  Resources  are  all  those  forces  and 
products  of  nature  available  for  use  by 
mankind.   These  resources  include  the  earth 
and  its  climate;  the  land  and  water  of  the 
earth  and  all  their  flora  and  fauna;  and  all 
the  accessible  and  known  mineral  wealth  which 
lies  beneath  the  surface  of  our  plant. 
Throughout  history  the  human  race  has  added  to 
these  resources  through  new  discoveries  and 
new  uses. 

For  the  purposes  of  our  present  study  we  shall 
refer  to  these  resources  simply  as  "land". 

(I  feel  it  is  misleading  to  limit  the  concept 
of  natural  resources  to  land  only,  without 
proffering  some  such  explanation.) 

(b)  Labor  or  Human  Resources : 

Labor  is  any  kind  of  productive  human  effort. 
It  can  be  manual  or  mental  exertion  for  which 
wages,  salaries  or  professional  fees  are 
earned.   Labor  includes  the  efforts  of  all 
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people  involved  in  production  such  as 
administrators,  managers,  builders, 
researchers,  inventors,  professionals,  and  day 
laborers.   Both  the  number  of  people  and  the 
quality  of  their  labor  are  important  in  the 
production  of  goods  and  services. 

6.  Opportunity  Cost 

Opportunity  Cost  means  that  resources  used  to 
satisfy  one  want  cannot  be  used  to  satisfy  another 
want.   When  we  choose  to  have  one  good  or  service 
we  must  give  up  another,  and  what  we  give  up  is  the 
opportunity  cost  of  what  we  choose. 

The  opportunity  cost  of  a  good  or  service  is  not 
all  the  other  goods  and  services  we  could  have 
chosen,  but  the  one  next  best  choice.   If  a 
community  chooses  to  use  a  tract  of  land  for  a 
park,  the  land  cannot  be  used  for  a  shopping 
centre.   If  a  teacher  uses  a  Sunday  afternoon  to 
mark  papers  rather  than  go  skiing,  the  skiing  trip 
is  the  opportunity  cost  of  the  marking. 
Opportunities  that  must  be  given  up  are  important 
considerations  in  systematic  decision  making. 
Opportunity  cost  is  a  key  factor  in  determining 
which  resources  man  will  develop  to  satisfy  his 
needs  and  wants. 

7.  Decision  Making:   Choice,  Criteria,  Trade-Offs 

A  fundamental  aspect  of  economics  is  that  of  making 
decisions  -  on  what  to  produce,  which  resources  to 
use  and  how  to  distribute  the  output  of  production. 
Wise  use  of  scarce  or  depletable  resources  -  a 
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conciousness  of  the  opportunity  cost  of  using 
various  resources  is  an  important  part  of  economic 
decision  making. 

A  model  of  decision  making  is  helpful  in  ensuring 
that  the  right  choices  are  made.   One  systematic 
model  of  decision  making  could  be  as  follows: 

(1)  Define  the  problem; 

(2)  List  the  alternatives; 

(3)  State  the  criteria; 

(4)  Evaluate  alternatives; 

(5)  Make  a  decision. 

Alternatives  are  the  different  options  we  have. 
Criteria  are  the  reasons  we  decide  that  a  certain 
alternative  is  best  for  us  in  a  particular 
situation.   The  five-step  process  can  be  used  in 
both  individual  and  social  decision  making.   When 
many  people  are  involved  in  a  decision,  they  may 
attach  different  values  to  criteria.   Trade-offs 
are  made  to  accommodate  the  differing  values  and 
conflicting  goals  of  the  group. 

Some  decisions  need  not  be  an  all-or-nothing 
choice.   A  trade-off  is  giving  up  some  (not  all)  of 
one  thing  to  get  some  (not  all)  of  another.   Trade- 
offs can  involve  more  than  two  things  and  many 
combinations  are  possible.   Making  trade-offs  is 
not  always  the  same  as  sharing,  dividing  equally  or 
having  something  for  everyone.  What  is  given  up  and 
what  is  gained  must  be  considered  carefully  to 
ensure  that  the  benefits  exceed  the  costs  by  as 
much  as  possible.   Conflicting  goals  may  cause  a 
child  to  make  trade-offs  by  spending  his  lunch 
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money  on  candy,  juice,  apples  or  potato  chips.  *►• 

Students  often  make  trade-offs  in  time  for 

baseball,  homework,  chores  and  television.   Cities 

make  trade-offs  when  spending  tax  dollars  on 

streets,  sewage,  transportation  services,  fire  and 

police  protection. 


i 
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B.    EXCHANGE 


1 .  Trade  and  Exchange 

Individuals,  businesses,  regions  and  even  nations 
cannot  produce  all  the  goods  and  services  they 
desire.   Efficient  use  of  our  scarce  resources 
has  required  specialization  and  division  of  labour. 
Because  of  these  factors,  individuals  and  nations, 
etc.  must  exchange  goods  and  services  with  their 
counterparts. 

The  process  of  exchanging  one  thing  for  another  is 
called  trade. 

Trade  has  been  accomplished  by  barter  -  trading  one 
good  or  service  for  another,  or  through  a  medium  of 
exchange  such  as  money.   The  latter  has  proven  to 
be  the  most  versatile  and  practical  at  all  levels 
of  trade. 

It  is  easier  to  sell  my  guitar  for  money  and  then 
buy  the  trombone  I  wanted,  than  to  find  someone  who 
has  a  trombone  to  sell  and  also  wants  my  guitar  in 
exchange  for  it. 

2.  Role  of  Money  as  a  Medium  of  Exchange 

Money  is  anything  generally  accepted  in  exchange 
for  goods  or  services. 

Any  commodity  with  established  value  used  in  trade 
is  a  medium  of  exchange.   Money  is  the  medium  of 
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exchange  commonly  used  to  facilitate  trade  because 
it  allows  society  to  escape  the  complications  of 
barter,  and  to  reap  the  benefits  of  geographic  and 
human  specialization.   Money  is  also  useful  as  a 
unit  of  account,  all  commodities  can  be  expressed 
in  money  terms  so  buyers  and  sellers  can  easily 
compare  the  relative  value  of  these  commodities; 
and  as  a  store  of  value,  money  made  today  can  be 
saved  to  be  spent  at  a  future  time. 

3.    Supply  and  Demand 

(a)  Supply  is  the  quantity  of  a  good  or  service 
offered  for  sale  at  various  prices  at  a 
particular  time.   If  price  is  the  only  factor 
that  changes,  the  higher  the  price  the  more  of 
a  commodity  will  be  produced  and  offered  for 
sale.   The  converse  holds  true. 

(b)  Demand  is  the  quantity  of  a  good  or  service 
consumers  are  willing  and  able  to  buy  at 
various  possible  prices  at  a  particular  time. 
The  lower  the  prices,  the  greater  the  demand. 
The  converse  also  holds  true. 

There  are  other  influences  on  both  supply  and 
demand  that  could  alter  boch  production  and  prices, 
such  as  advertising,  peoples'  tastes,  needs, 
income,  competition  and  so  on. 

(c)  A  Market  exists  when  buyers  and  sellers  come 
together  to  exchange  goods  and  services.  In 
the  market,  supply  and  demand  constitute  the 
sum  total  of  all  the  individual  decisions  to 
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buy  and  sell  in  the  market.   Interaction 
between  buyers  and  sellers  determines  prices. 

(d)  The  market  price  of  a  good  or  service  is  the 
price  that  prevails  in  the  market  at  any  given 
time.   In  theory,  competitive  markets  reflect 
conditions  of  supply  and  demand.   What  is 
produced  at  the  lowest  possible  price,  is  of 
good  quality  and  meets  a  need,  will  attract 
the  greatest  number  of  buyers. 

In  other  markets,  prices  may  reflect  monopoly 
influences  or  government  regulations. 

(e)  Market  equilibrium  occurs  when  market  prices 
remain  constant.   When  changes  do  occur  a 
series  of  reactions  are  set  off  until  a  new 
equilibrium  can  be  established. 

4 .    Interdependence 

When  an  economy  is  based  on  specialization  (each 
individual  doing  what  he/she  does  best)  and  uses  a 
system  of  trade  and  exchange  to  obtain  other  goods 
and  services  desired,  the  people  in  the  economy 
become  interdependent . 

Interdependence  exists  among  individuals, 
businesses,  regions  and  countries. 

Alberta's  main  resource  base  consists  of  oil  and 
gas  and  agriculture.   Sale  of  these  products  to 
other  parts  of  Canada  which  do  not  have  an 
abundance  of  these  resources  yields  income  which 
may  then  be  used  to  buy  industrialized  goods  not 
available  cheaply  in  Alberta. 
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C.    EFFECTIVE  RESOURCE  ALLOCATION 

1 .  Resource  Allocation 

The  allocation  of  resources  is  the  distribution  of 
resources  among  different  uses  and  users.   An 
essential  characteristic  of  resources  is  that  they 
be  scarce  relative  to  the  total  flow  of  goods  and 
services  which  society  would  like  to  produce  with 
them.   Hence,  a  basic  problem  of  every  economic 
system  is  the  means  of  achieving  the  use  of 
resources  that  will  produce  maximum  efficiency  in 
terms  of  the  optimum  satisfaction  of  needs. 

Resources  should  be  channelled  into  the  production 
of  goods  and  services  that  consumers  or  government 
want  most  and  should  be  prevented  from  entering  the 
production  of  goods  and  services  that  consumers 
want  least.   In  addition,  they  should  be  allocated 
to  the  most  productive  industries. 

In  theory,  the  optimum  allocation  of  resources  may 
be  achieved  through  the  workings  of  the  pure 
free-enterprise  system,  in  which  resources  move 
from  low-paying  to  higher-paying  uses.   Payment  or 
the  current  demand  for  them.   For  example,  if  the 
people  of  a  community  are  sufficiently  concerned 
about  damage  to  their  environment,  and  are  willing 
to  make  the  necessary  sacrifice,  more  of  their 
resources  will  be  devoted  to  pollution  control. 

2.  (a)   Specialization  and  Division  of  Labor 

Specialization  and  division  of  labor  mean 
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essentially  the  same  thing.   Different  people 
do  different  jobs.   Shoemakers  make  shoes, 
surgeons  perform  operations,  farmers  grow 
wheat,  and  so  on.   The  amount  and  the  quality 
of  total  production  are  vastly  improved  this 
way,  compared  with  a  situation  in  which  each 
person  makes  his  own  shoes,  does  his  own 
doctoring,  grows  his  own  food.   In  modern 
economics,  specialization  is  often  carried  to 
a  very  high  level  indeed,  as  in  the  case  of 
assembly-line  workers  who  specialize,  not 
merely  in  making  cars,  but  even  in  attaching 
one  small  piece  to  each  new  car. 
Specialization  makes  people  dependent  on  each 
other  in  two  ways.   First,  each  person  depends 
on  others  to  supply  the  food,  shelter,  and 
other  goods  and  services  he  consumes.   Second, 
with  the  high  degree  of  specialization  found 
in  modern  economics,  each  person  depends  on 
numerous  co-workers  for  the  completion  of  the 
product  they  are  jointly  producing,  and  thus 
for  his  income  from  the  sale  of  the  product. 
Division  of  labor  gives  us  more  income  or 
leisure,  but  at  the  cost  of  making  each  of  us 
less  self-sufficient  and  more  dependent  on 
others,  and  in  some  cases  at  the  additional 
cost  of  giving  us  boring,  repetitive  work; 

(b)   Labor/Management  Relations 

In  most  industrial  societies  labor/management 
relations  have  become  important  to  the 
stability  and  growth  of  the  economy.   If  they 
are  amiable,  business  can  proceed  with  the 
production  of  goods  and  services.   If 
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relations  are  poor,  workers  strike  or  are 
locked  out,  production  is  stopped,  and  other 
sectors  of  the  economy  can  be  adversely 
affected. 

In  Canada  labor  and  management  are  often  in 
adversary  roles.   Management  wants  to  run  the 
business  in  a  manner  that  maximizes  profits. 
On  the  other  hand  labor  wants  wages  to  be  high 
so  that  workers  can  purchase  more  goods  and 
services  and  thus  improve  their  standard  of 
living.   Labor,  also  wants  working  conditions 
to  improve.   Management  cannot  do  this  without 
increasing  prices  and/or  decreasing  profits. 
Disputes  resulting  from  these  opposing  views 
are  usually  settled  through  collective 
bargaining.   Government  intervention  and 
binding  arbitration  are  used  when  the 
collective-bargaining  process  breaks  down. 

3 .    Productivity,  Efficiency,  and  Waste 

(a)   Productivity  is  the  efficiency  with  which 

factors  of  production  are  used.   More  specifi- 
cally, productivity  is  the  measure  of  goods 
and  services  produced  by  a  certain  unit  of  a 
factor  of  production  in  a  given  period  of 
time.   The  factor  whose  productivity  is  most 
commonly  measured  is  labor.  The  productivity 
of  labor  is  normally  measured  as  output  per 
man  per  year,  or  output  per  man  per  shift  or 
per  hour.   (e.g.  output  of  automobiles  per 
man-hour) 

The  motive  for  increasing  productivity  is  to 
produce  more  goods  at  a  low  cost  while  main- 
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taining  quality.   Actual  productivity  depends 
upon  many  variables  such  as  the  development  of 
technology,  the  volume  of  capital, 
organization  and  management,  and  the  general 
quality  of  entrepreneurs  in  the  economy.   It 
also  depends  upon  the  education,  training, 
attitude,  efficiency  and  social  conditions  of 
the  work  force. 

(b)  Efficiency 

Economic  efficiency  occurs  when  the  most 
effective  decisions  concerning  the  allocation 
of  scarce  resources  is  made.   Maximum  benefits 
-  for  example  producing  cars  at  the  lowest 
possible  cost  relative  to  satisfying  the 
greatest  number  of  people  -  is  a  result  of 
high  efficiency. 

In  a  broad  sense,  efficiency  refers  to  the  way 
in  which  all  the  factors  of  production  are 
used  to  obtain  maximum  output  in  the  economy 
at  the  lowest  possible  cost. 

The  efficiency  criterion  is  difficult  to  apply 
since  the  production  capabilities  of  a  system 
are  constantly  changing.   Thus  an  economy  must 
constantly  adjust  its  economic  allocations  to 
achieve  efficient  operation. 

(c)  Waste 

Waste  is  the  product  of  inefficiency  in  the 
economic  system.   Economic  waste  involves  the 
inability  to  maximize  the  satisfaction  of 
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wants  with  the  optimum  use  of  resources.   It 
involves  the  misuse  of  resources  to  produce 
goods  or  services  that  satisfy  fewer  or  less 
intense  wants  than  could  have  been  satisfied 
by  different  means.   For  example,  when  farmers 
produce  too  many  eggs  for  the  market,  eggs  are 
either  dumped  -  a  complete  waste  -  or  are  they 
used  for  something  other  than  food. 

4.    Planning  and  Budgeting 

(a)  Central  Planning  means  deciding  how 
individuals,  groups  or  nations  use  the 
productive  resources  of  the  society.   The 
amount  of  central  planning  going  on  in  a 
society  indicates  the  extent  to  which  the 
political  process,  rather  than  the  market 
process  is  making  the  economic  decisions. 
There  is  no  country  in  the  world  today  in 
which  governmental  economic  planning  is  not 
important.   It  occurs  partly  in  market- 
directed  economies  and  in  the  command 
economies  of  communist  countries. 

In  fact,  central  planning  is  the  institution 
established  by  the  Communist  states  to  achieve 
their  long-term  goals  (five-year  plans)  of 
economic  growth  and  development. 

(b)  A  budget  is  a  descriptive  plan  of  one's 
expected  sources  of  income,  expenditures  and 
the  resulting  balance  -  either  profit  or  loss. 
Usually  budgets  are  made  on  a  yearly  basis,  a 
five-year  basis  -  more  suitable  for  long-range 
planning  -  or  for  shorter  periods  of  time,  for 
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example,  a  monthly  budget  in  the  family 
household. 

On  a  national  level,  a  budget  is  the  annual 
statement  from  the  minister  of  finance  either 
provincial  or  federal,  setting  out  the 
government's  expected  revenues,  spending  and 
anticipated  surplus  or  deficit. 

The  budget  speech  usually  is  an  indicator  of 
government  action  on  the  economy,  planned 
changes  in  taxes,  tariffs  and  so  on. 

In  general ,  a  budget  is  used  for  central 
planning  -  projecting  allocation  of  scarce 
resources  such  as  money,  equipment,  labor. 

5 .    Wealth  and  Wealth  Creation 

Everyone,  it  seems,  has  a  desire  to  be  "wealthy"  or 
at  least  to  accumulate  "wealth".   Wealth  however, 
has  different  meanings  for  different  people.   For 
some  it  may  mean  a  big  house  and  lots  of  money  in 
the  bank  while  for  others  it  may  be  a  good  marriage 
and  good  health.   For  economic  purposes  wealth  must 
be  measurable  and  marketable. 

Simply,  wealth  is  the  sum  total  of  an  individual's 
material  possesions  valued  at  market  prices.   The 
market  price  valuation  implies  that  these 
possessions  can  be  sold. 

(a)   Wealth 

Wealth,  or  the  market  value  of  one's 
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possessions  can  consist  of  both  tangible 
possessions  -  property,  antiques,  a  car, 
shares,  or  money  in  the  bank,  or  intangible 
possessions  -  skills  or  knowledge  that  can  be 
used  to  generate  income. 

(b)   Wealth  Creation 

Wealth  is  not  income;  rather  it  is  used  to 
generate  income.   The  more  wealth  one  has  the 
more  income  one  can  obtain.   You  can  earn 
income  by  renting  your  house  to  a  tenant  for 
a  profit  or  by  selling  your  carpentry  skills  ■ 
both  of  which  permit  you  to  accumulate  more 
future  wealth  through  increased  income. 

National  wealth  is  the  total  value  of  all 
individuals'  possessions  and  public  assets 
such  as  Crown  lands,  public  buildings  and  so 
on. 
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D.    NATIONAL  AND  INTERNATIONAL  ECONOMIES 
1 .    Independence  and  Interdependance 

(a)  Independence  here  means  self-sufficiency,  or 
freedom  from  reliance  on  others.   Individuals 
or  groups  may  seek  this  independence  for 
various  reasons.   A  hermit  may  want  privacy 
and  quiet  for  contemplation.   A  religious 
group  may  wish  to  isolate  itself  from 
influences  of  which  it  disapproves.   A  nation 
may  wish  to  avoid  reliance  on  neighbors  it 
does  not  trust. 

Economic  independence  is  difficult  to  achieve, 
even  for  those  who  want  it.   Specialization 
and  exchange  yield  great  benefits  but  they 
lead  individuals  and  nations  to  depend  on  each 
other  in  trade. 

(b)  Interdependence  occurs  when  an  economy  is 
based  on  specialization  and  trade  and 
exchange,  as  are  most  national  economies.   The 
Canadian  economy  has  a  high  degree  of 
interdependence  among  individuals,  businesses 
and  regions.   This  results  in  a  circular  flow 
of  finished  goods  and  services,  productive 
services  and  money  payments. 

In  the  private  sector  households  provide  their 
labor,  savings  and  property  to  businesses 
which  use  them  to  produce  consumer  goods  and 
services;  these,  in  turn,  are  sold  to 
households.   This  circular  flow  of  resources 
and  finished  goods  and  services  is  paralleled 
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by  a  reverse  flow  of  money.   Producers  pay 
wages,  interest  and  other  forms  of  income  to 
households  who  then  spend  this  money  buying 
goods  and  services  from  producers. 

The  presence  of  the  government  sector  results 
in  additional  flows  of  productive  services 
from  households  and  businesses  to  governments 
and  of  goods  and  services  from  governments  to 
households  and  businesses.   The  counterflow  of 
money  is  similar  to  that  in  the  private 
sector. 

This  idea  of  interdependence  when  expanded  to 
the  international  system  helps  to  explain  the 
need  for  trade  and  commerce. 

2.    Trade  Balances  and  Trade  Distortions 

(a)   Trade  balance  refers  to  the  balance  of 

payments  measured  by  the  difference  between  a 
country's  receipts  for  total  exports  and  its 
payments  for  total  imports.   When  exports 
exceed  imports  the  difference  is  described  as 
a  balance  of  trade  surplus,  or  "active" 
balance;  when  imports  exceed  exports  the 
difference  is  a  balance  of  trade  deficit,  or 
"passive"  balance. 

To  simplify  exports  and  imports  each  is 
divided  into  visible  and  invisible.   The 
visibles  are  goods  such  as  cars,  toys,  or 
food,  while  the  invisibles  are  services  such 
as  transportation,  interest  on  loans  and 
services  to  tourists; 
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(b)   Trade  distortion,  in  general  terms,  means  that 
goods  or  services  are  not  being  produced  by 
the  most  efficient  producer.   For  example,  if 
Alberta  chose  to  become  self-sufficient  in 
bananas  by  growing  them  in  heated  greenhouses, 
the  resulting  decline  in  imports  of  bananas 
would  be  a  trade  distortion.   There  are  many 
possible  causes  of  trade  distortion,  such  as 
tariffs,  import  quotas,  inappropriate  freight 
rates,  subsidies  to  inefficient  producers,  or 
misaligned  exchange  rates. 

3.    Wealth  Distribution 

The  distribution  of  wealth  in  a  society  -  the  way 
in  which  the  ownership  of  wealth  is  distributed 
amongst  various  members  of  society  -  is  of  major 
concern  to  governments,  businesses  and  individuals. 

In  western  societies  there  appears  to  be  greater 
equality  in  distribution  of  income  than  in  distri- 
bution of  wealth. 

The  control  over  resources  and  factors  of  produc- 
tion in  market  economies  tends  to  be  in  the  hands 
of  those  individuals  with  greater  wealth,  while 
governments  in  command  economies  control  most 
productive  resources  through  strict  income  and 
wealth  distribution  planning. 

Capital  gain  taxes,  estate  taxes,  gift  taxes  and 
succession  duties  in  some  areas  are  meant  to 
prevent  huge  concentrations  of  wealth  and  power  in 
the  hands  of  a  few.   Some  such  taxes  have  been 
reduced  in  Canada  recently. 
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4.  Economic  Growth 

Economic  growth  is  the  increase  over  an  extended- 
time  period  of  the  total  production  of  the  economy 
and  output  per  person.   If  a  growing  population  is 
to  be  able  to  consume  more  goods  and  services,  more 
will  have  to  be  produced.   Economic  growth  creates 
jobs  for  the  growing  labor  force,  encourages 
specialization,  and  rewards  the  development  of 
advanced  technology.   There  are,  as  a  result,  many 
claims  on  the  economy  for  more  consumer  and  capital 
goods. 

If  an  economy  does  not  grow  and  the  material 
expectations  of  the  population  rise,  then  one 
person  or  group  can  have  more  only  if  others 
receive  less.   Such  a  situation  creates  both 
inflationary  pressures  and  social  tensions. 

The  adverse  side-effects  (air  or  water  pollution, 
urban  sprawl  and  congestion  etc.)  force  an 
appraisal  of  the  quality  of  economic  growth.   Thus, 
if  air  and  water  pollution  are  negative  results,  we 
face  trade-offs  as  we  seek  to  expand  energy 
supplies  and  protect  the  environment. 

5.  Statistical  Analysis 

Statistical  Analysis  is  the  evaluation  of  collected 
observations  that  can  help  in  explaining  economic 
development  and  economic  performance.   These  may 
relate  to  the  production  of  goods  in  a  nation,  the 
speed  with  which  money  changes  hands  among 
different  people,  the  volume  of  a  nation's  imports 
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and  exports  and  the  rate  by  which  a  nation 
increases  its  wealth. 

Statistical  Analysis  techniques  may  include  ratios 
(the  relationship  of  one  numerical  value  to 
another),  tables,  graphs  and  charts,  and  index 
numbers  (e.g.   the  Consumer  Price  Index). 

6 .    Economic  Problems 

Although  each  society  has  to  solve  the  problem  of 
scarcity,  there  are  a  number  of  other  problems 
which  must  be  confronted.   Among  these  are 
recession,  depression,  inflation  and  unemployment. 

(a)  Recession 

A  recession  occurs  when  an  economy  produces 
more  than  is  demanded.   As  a  result 
inventories  increase,  layoffs  occur,  and  less 
money  circulates.   This,  in  turn,  further 
restricts  the  amount  people  buy  because  they 
have  less  money  to  spend,  and  further  layoffs 
occur,  etc.   Thus,  a  slowdown  in  the  housing 
industry  soon  effects  the  entire  economy. 

(b)  Depression 

When  a  recession  is  severe,  it  is  called  a 
depression.   For  example,  the  downturn  in 
economic  activity  (recession)  in  1929  was  so 
great  that  it  became  known  as  the  Great 
Depression.   Characteristics  of  a  depression 
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include  high  unemployment,  falling  prices  and 
wages,  falling  production,  and  social  unrest; 

(c)   Inflation 

Inflation  may  be  defined  as  a  general  rise  in 
prices.   It  harms  those  whose  incomes  don't 
keep  up,  and  creates  social  tension  as  every 
group  tries  to  keep  up. 

Traditionally  inflation  was  thought  to  be 
caused  by  demand  in  excess  of  supply  which 
caused  prices  to  be  pulled  up.   This 
demand  pull  inflation  tended  to  be  greatest  in 
times  of  low  unemployment.   Consequently 
governments  devised  means  of  restricting  the 
money  flow  when  inflation  was  high  and 
unemployment  was  low  in  order  to  control 
inflation.   Inflation  and  unemployment  were 
thought  to  be  at  opposite  ends  of  a  continuum 
and  a  "good"  government  would  somehow  find  a 
happy  medium  between  the  two  extremes. 
However,  as  conditions  (high  inflation  and 
high  unemployment)  today  indicate,  there  have 
to  be  other  causes  of  inflation. 

Three  of  the  most  prominent  causes  are: 
cost-push,  sociological  factors,  and 
international  factors.   In  the  cost-push 
theory,  rising  prices  are  attributed  to  rising 
costs  of  production,  variously  blamed  on  trade 
union  wage  demands,  business  mismanagement  and 
high  markups,  or  government  tax  burdens. 
Hence  the  terra  'cost-push'.   According  to  the 
sociological  theory,  people  have  become  more 
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selfish  and  grasping,  for  some  reason,  and 
these  new  attitudes  underlie  the  new 
cost-push.   The  third  view  attributes 
inflation  to  forces  beyond  our  control  on  the 
international  scene,  especially  the  driving  up 
of  the  price  of  oil  by  OPEC,  and  more 
generally  to  inflation  in  countries  other  than 
our  own. 

In  addition  to  cost-push,  demand-pull,  and 
possible  sociological  or  international 
problems,  there  is  also  the  problem  of 
inflationary  expectations.   Once  inflation  is 
entrenched,  people  expect  it  to  continue,  and 
in  acting  to  protect  themselves  against  its 
continuance  they  cause  it  to  continue.   This 
is  the  wage-price  spiral  that  makes  inflation, 
once  begun,  so  difficult  to  curb. 

(d)   Unemployment 

Unemployment  occurs  when  a  part  of  the  work 
force  is  not  used  in  some  productive  capacity. 
Thus,  an  economy  with  unemployment  is  not 
deploying  its  human  resources  to  their 
greatest  potential.   As  mentioned  above, 
unemployment  and  inflation  were  historically 
seen  as  two  ends  to  a  continuum  which  a 
society  has  to  somehow  balance.   In  other 
words  inflation  could  be  cured  by  increasing 
unemployment  and  vice  versa.   The  trick  was  to 
find  some  sort  of  happy  medium.   Although  many 
government  policies  are  based  on  this  idea, 
today's  conditions  indicate  that  it  can  no 
longer  be  accepted  as  completely  accurate. 
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Unemployment  has  many  causes.   Lack  of  skills 
or  education  on  the  part  of  workers  contribute 
greatly  to  it.   Industrial  stagnation, 
immobility  of  the  labor  force,  mechanization, 
and  social  conditions  are  also  causes. 
However,  the  largest  single  cause  of  mass 
unemployment  is  the  lack  of  demand  for  goods 
and  services  in  a  society. 

(e)   "Stagflation" 

The  word  "stagflation"  has  recently  been 
coined  to  describe  a  state  of  the  economy  in 
which  stagnation  coexists  with  high 
inflation. 

In  recent  years  the  industrial  West  has 
experienced  slow  growth,  high  inflation,  and 
high  unemployment,  in  spite  of  a  commitment  to 
full  employment  and  stable  prices.   There  is 
no  consensus  on  the  solution  to  this  problem. 
The  two  main  views  are  the  interventionist  - 
that  drastic  new  government  policies  are 
needed  in  the  area  of  price  controls;  and  the 
noninterventionist  -  that  the  private  sector 
of  the  economy  will  squeeze  out  these  problems 
over  a  few  years  if  monetary  and  fiscal 
policies  are  firm  and  steady. 

7 .    Comparative  Economic  Systems 

Although  all  societies  are  faced  with  the  problem 
of  scarcity,  the  manner  in  which  they  deal  with  it 
varies  considerably.   Economists  have  been  able  to 
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group  economies  into  four  general  categories: 
traditional,  market,  command,  and  mixed. 

Traditional  economies  answer  the  problem  of 
scarcity  and  the  basic  economic  questions  (what? 
how?  and  for  whom?)  by  relying  on  the  traditions  of 
their  forefathers.   The  Plains  Indians  did  this 
before  the  arrival  of  the  White  Man. 

Market  economies,  sometimes  called  private  enter- 
prise or  price  systems,  rely  on  the  market  to 
answer  the  basic  economic  questions.   In  this 
system,  individuals  are  left  to  fend  for  them- 
selves.  The  role  of  government  is  minimal  in  that 
it  is  seen  as  a  definer  of  contacts,  an  arbiter  in 
disputes,  and  a  maintainer  of  peace.   The  market 
system  received  its  initial  impetus  from  Adam 
Smith's  Of  the  Wealth  of  Nations.1   Although 
Canada  and  the  United  States  are  based  on  this  type 
of  economy,  they  do  not  have  completely  pure  market 
economies.   In  fact,  there  are  no  pure  market 
economies  in  the  world  today. 

Command  economies  require  a  central  planning 
authority  (CPA)  to  answer  the  basic  economic 
questions.   They  require  a  great  deal  of  planning 
and  a  large  bureaucracy  to  carry  out  the  detailed 
plans.   The  CPA  must  be  closely  associated  with  the 
political  sector  of  society  because  economic 
decisions  will  have  to  reflect  overall  political 
objectives.   There  is  little  room  for  individual 
enterprise  in  command  economies  as  humans  are 
considered  just  another  resource  which  can  be 
utilized  to  meet  an  overall  objective.   There  are 
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no  pure  command  economies  in  the  world  today. 
Instead  there  are  mixed  economies. 

Mixed  economies  combine  aspects  of  both  the  market 
and  the  command  economies.   For  example,  the 
government  may  decide  on  an  overall  economic  goal 
for  the  country  and  then  encourage  individuals  and 
corporations  to  attain  that  goal  through  taxation, 
incentives,  and/or  restrictions,  but  the  actual 
detailed  economic  activity  is  left  to  individuals 
and  corporations.   In  this  way  overall  planning  is 
combined  with  individual  talent  and  resourcefulness 
to  meet  the  needs  and  wants  of  the  society.   Mixed 
economies  can  be  placed  on  a  continuum  with  a  pure 
market  at  one  extreme  and  a  pure  command  at  the 
other.   All  countries  today  fit  somewhere  between 
the  two  extremes.   The  U.S.S.R.  would  be  closer  to 
the  command  while  Canada  and  the  United  States 
would  be  closer  to  the  market. 

8 .    Social  Benefits  and  Costs  Externalities 

Externalities  are  side-effects  that  result  when  the 
production  or  the  consumption  of  a  good  or  service 
in  the  market  directly  affects  the  welfare  of 
others,  without  being  reflected  through  a  price 
mechanism.   Thus,  externalities  occur  in  both 
production  and  consumption,  and  have  both  positive 
and  negative  effects.   For  example,  smoking  in  the 
presence  of  nonsmokers  may  have  a  negative  effect. 
On  the  positive  side,  more  schooling  is  regarded  as 
beneficial  not  only  to  the  individual  but  to 
society  as  a  whole. 
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Positive  externalities,  those  having  social 
benefits,  can  be  stimulated  by  subsidizing  those 
activities  which  produce  them.   Negative 
externalities,  those  having  social  costs,  such  as 
the  pollution  of  air  or  of  water,  can  be  corrected 
directly  by  taxing  those  producing  the 
externalities,  giving  subsidies  to  help  eliminate 
the  externalities,  or  by  compensating  those  people 
directly  affected  by  them. 

Social  benefits  (or  costs)  are  private  benefits  (or 
costs)  plus  any  relevant  externalities.   That  is, 
the  social  benefit  of  something  is  the  benefit  to 
the  consumer,  plus  any  side  effects  on  others. 

Externalities  are  often  difficult  to  calculate. 
For  example,  how  does  one  determine  the  costs  of 
alcohol  abuse,  air  or  water  pollution,  child  abuse, 
wife  beating  and  the  side  effects  of  cigarette 
smoking  to  name  but  a  few  instances  where 
externalities  are  important? 
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E.    BASIC  FINANCIAL  LANGUAGE 

1 .  Borrowing,  Debt  and  Credit 

(a)  Borrowing :   to  get  something  from  another  with 
the  understanding  that  it  or  its  equivalent 
must  be  returned. 

(b)  Debt :   whatever  is  owed  (money,  goods  or 
services)  to  one  person  or  group  by  another. 

(c)  Credit:   a  promise  of  future  payment  given  in 
exchange  for  present  money,  goods  or  services. 

2 .  Budget  Forecasting 

Financial  planning  for  a  business,  government  or 
individual  to  allocate  expected  income  and 
expenditures  over  a  period  of  time,  usually  one 
year. 

3.  Credit  and  Debit 

(a)  Credit :   as  above. 

(b)  Debit :   a  record  of  indebtedness;   decrease  in 
revenue  or  net  worth. 

4 .  Expense  and  Cost 

(a)  Expense :   cost  incurred  to  obtain  a  benefit  or 
bring  about  a  result. 

(b)  Cost:   the  outlay  needed  to  obtain  something; 
price. 
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5 .  Equity  and  Debt 

Equity  is  the  net  value  of  a  property  when  all 
charges  against  it  have  been  subtracted. 

6.  Financial  Statements 

The  annual  accounting  statement  of  business  includ- 
ing balance  sheet,  earnings  statement  and  that  of 
retained  earnings  and  surplus. 

7.  Investment 

Investment :   the  expenditure  of  money,  time  or 
energy  for  some  future  profit,  benefit  or 
advantage. 

8.  Deficit  and  Loss 

(a)  Deficit :   an  excess  of  liabilities  over 
assets;   an  expenditure  flow  over  an  income 
flow. 

(b)  Loss :   the  outcome  of  a  deficit  condition;  of 
money  outflow  exceeding  money  inflow. 

9.  Price,  Margin  and  Markup 

(a)   Price :   value  of  a  commodity  in  terms  of 

money;  in  buying  goods  and  some  services  it  is 
called  price ,  in  hiring  labor  srvices  it  is 
called  wages,  salary,  fee,  etc.,  in  borrowing 
money  or  capital  it  is  called  interest,  in 
hiring  land  or  buildings  it  is  called  rent. 


E.3 


(b)   Margin :  the  difference  between  net  sales  and 

the  cost  of  merchandise  sold,  from  which 

expenses  are  usually  met  or  profit  is 
derived . 

(b)   Markup :   the  difference  between  the  total  cost 
of  producing  a  particular  product  and  its 
selling  price  to  consumers. 

10.  Profit  and  Savings 

(a)  Profit:   the  amount  of  revenues  remaining  from 
the  sales  of  products  after  all  operating 
costs  are  paid;  the  incentive  payment  which 
goes  to  induce  the  businessman  or  factory 
owner  to  take  risks. 

(b)  Savings:   the  difference  between  income  and 
spending,  which  can  either  be  hoarded,  or 
invested  to  earn  interest  or  dividends. 

11 .  Return,  Interest  and  Dividend 

(a)  Return:   money  received  as  a  profit  from  an 
investment  or  exchange. 

(b)  Interest :   the  market  determined  price  paid 
for  the  use  of  property,  usually  for  the  loan 
of  money. 

(c)  Dividend:   the  payment  given  to  stockholders 
of  a  corporation  or  cooperative,  representing 
a  share  of  the  profits  of  that  corporation  or 
cooperative. 


E.4 


12.  Revenue,  Income  and  Cash  Flow 

(a)  Revenue :   income  that  comes  back  from  an 
investment;  revenue  is  usually  talked  about  in 
terms  of  government  financing  and  in  the  field 
of  taxes  and  other  income  sources  collected  by 
the  State. 

(b)  Income :   the  amount  of  gain  or  money  one 
receives  in  a  given  period  of  time  from  work, 
from  ownership  of  property,  or  for  transfer  of 
payments. 

(c)  Cash  Flow:   the  amount  of  income  or  revenue  in 
the  market  at  one  time. 

13.  Tax 

Any  legally  levied  compulsory  contribution  to 
government  revenue,  can  be  broadly  divided  into 
direct  (a  tax  imposed  immediately  on  the  person  or 
body  who  is  intended  to  pay  it)  and  indirect  (a  tax 
borne  ultimately  by  consumers  when  they  buy  goods 
and  services).   The  latter  is  often  called  a  hidden 
tax. 
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